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The New Frontier
of Financial Executives
by Robert M» Trueblood

This article is adapted from a paper given by Robert M. Trueblood at a full-day seminar on The New Frontier of Financial
Executives at the Management Institute of the University of Wisconsin on October 24, 1962. The entire seminar was organized,
developed, and written by H. Justin Davidson.
A s AMERICANS moved westward in the last century,
there were always new lands to m a p out. T h e people in
each tiny colonial outpost carried the cumulative knowledge and certainty of man's experience with them. But,
beyond the certainty a n d knowledge within each outpost, the frontier was all a r o u n d the brave and forwardlooking settlers.
In the U n i t e d States today, there is no longer a physical frontier. But still there are frontiers for men to explore a n d to conquer. In the world of ideas, there have
always been new frontiers. A n d in accounting today, as
in the great world if ideas, there are ever new frontiers
to be surveyed.
A n d each of us who is a practicing professional must
every day consider some of these new frontiers of accounting—the very real challenges that we who are concerned a b o u t the future can see looming on the horizon.
T h i s is our responsibility, as well as our obligation.
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Before we look at the "new frontiers," however, we
need to t u r n to history to help assess the reasons why
today, in 1963, we should be pausing to consider very
real a n d very new challenges to the financial function
in business. A n d in t u r n i n g to the past in order to
understand the present, we should think not only of the
history of the accounting profession, b u t of the history
of the larger business community of which accounting
is a part.

The Past
Looking back over the history of the business community for the past fifty years, we can discern at least
two periods of major business change that have significantly involved the accounting profession.
The first important period of innovation came during
the early 1900's. For it was in 1914 that Frederick W.
Taylor's book, The Principles of Scientific
Management, first appeared. 1 Taylor, who is often called the
1
Taylor, Frederick W., The Principles of Scientific Management,
New York, Harper and Brothers, 1914.
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father of modern industrial engineering, began a continuing revolution in methods of industrial management. This was a technological revolution concerned
with work measurement, time study, and work planning
in industry. But like many other revolutions, Taylor's
industrial revolution had some side effects on other
aspects of the management process. An indirect, if not
direct, effect of his industrial engineering development
was an acceleration in the evolvement of accounting
techniques. It was only after the development of industrial engineering that a widespread use of cost accounting and work budgeting techniques could and did take
place. In this sense, Taylor could perhaps be called the
father of cost accounting, as well as the inventor of work
measurement methodology.
Following the rapid period of progress after Taylor's
work in the early 1900's, a long pause in the growth of
accounting science intervened. During this period the
accounting profession had the opportunity to consolidate—to absorb the impact of Taylor's innovations, to
develop and refine new systems of cost accounting, and
to find a proper and accepted place for these cost accounting and budgeting techniques within the financial
management function.
After this interlude, a second significant period of
technological innovation began in the late 1940's. It is
this period which we should particularly consider. For
technological innovation during this latter time has
been even more pronounced than during the early
1900's. Observe some of the technological breakthroughs
in scientific management which have occurred since
1940:
1941: For the first time, scientists—perhaps more correctly, scientific methods—were employed to attack managerial problems. Not unexpectedly, the problems
approached were problems of military management.
Scientists and scientific methods were credited with important contributions to allied victories in World War
II. In this process the foundation for an entirely new
kind of activity was laid—the application of logical
problem-solving techniques to management problems,
or operations research as it is now called.
1943: Abraham Wald of Columbia University's Statistical Research Group, devised a new method of making
decisions based on sample evidence with a minimum
amount of effort—a new statistical technique called
acceptance sampling.
1944: John von Neumann and Oscar Morgenstern pubMARCH, 1 9 6 3

lished a book called the Theory of Games and Economic
Behavior, a monumental work which has had profound
implications for managerial decision-making that are
still being explored. 2
1946: The ENIAC, the first large-scale digital computer
with a stored program, was developed at the University
of Pennsylvania.
1947-49: During this period, both the theory and the
practical methods used in the linear programming technique were developed by Koopmans, Dantzig, Cooper,
Charnes, and others.
1951: The theoretical foundations for improved methods of inventory control and production scheduling
were laid down in an article entitled Optimal Inventory
Policy, by Professors Arrow,3 Harris, and Marschak.
The period of innovation which commenced in the
early 1900's has run its course. But the era of change
which began in the 1940's is still continuing. Information theory, dynamic programming, heuristic programming, new methods and theories of production scheduling (such as PERT), and new statistical techniques (such
as Bayesian statistics)—these are only a few of the developments in this more recent managerial revolution. All
of these new techniques are being usefully applied by
business managements today.
Today's Forces of Change
It is difficult to emphasize too strongly the revolutionary changes taking place in business management today.
They have affected, and in the future will continue to
affect, the practice of accounting and the financial management function. Today, we face the problem of assessing the impact of these changes on the practice of accounting. Perhaps more important is the opportunity
for accountants to shape the impact of the changes on
the practice of their profession.
To what extent can and should we integrate these
technical innovations into the financial management
function? To what extent may accountants be forced to
accept and to incorporate some of these changes in practice? What will be their impact on the scope and organization of the financial function? What will be the job
of the controller, the treasurer, and the financial vice
president in the 1980's?
2
Neumann, J. A. and D. Morgenstern, Theory of Games and Economic Behavior, Princeton, Princeton University, 1945.
3
Arrow, K. J., Harris and J. Marschak, "Optimal Inventory
Policy," Econometrica, 1951.
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This history and these questions regarding the future
make the contemplation of new frontiers meaningful
and necessary. Should we be resentful of our past?
Should we fear our future? Or should we rather observe
the present and adapt and adjust ourselves to the
changes which are implied?
The business world and, indeed the whole world, will
change greatly over the next quarter century. Edward
Teller, the physicist, recently argued that in each century since 1650, man has doubled his knowledge of the
world and of mankind. While any such estimate is necessarily rough, it does suggest the enormous accumulation
of knowledge that has been taking place over the last
three centuries.
Within our own profession, it is estimated that our
knowledge of accounting and the accounting process has
doubled in the past thirty years. For further evidence of
the tremendous forces of change at work in accounting
and business today, we need only turn to the computer
which today is considered a commonplace thing. Fifteen
years ago there were no computers in business.
But, to put the argument for change even more
vividly if predictions are right, we will learn as much
about accounting in the next century as in all previous
history. Accordingly, unless business and business management are to lead a strangely isolated existence, the
change over the next twenty-five years will be staggering.
If we accept the certainty of change itself (even
though the outcome of this change be uncertain), one
conclusion is immediately apparent. Within the daily
context of each of our jobs, we must place central importance on increasing our own problem-solving ability
and our own ability to keep on learning. In a rapidly
changing world, anything we can do to develop flexibility of mind, receptivity to new ideas, and the habit of
learning for one's self promises to be of greatest value
both to us as individuals and to the society of which we
are a part. This argument suggests that the ability to
continue to adapt and to learn new analytical skills and
techniques is at least as important as learning to do well
what is presently the best operating practice. The
answers of today are apt to be the dead weight of tomorrow. This is the main conclusion that follows from what
we know and what we do not know about the next
quarter century.
Beyond this, we do have a good deal of evidence about
some specific directions of change:
1. A first trend we can predict is that business management will become steadily more analytical and scientific, and its reliance on personnel hunch and intuition

4

will steadily decrease. This will mean even more widespread use of computers and sophisticated operations
research techniques. Acceptance of a more objective
point of view will at least mean the use of a more logical,
orderly, problem-solving approach by business management: more careful definition of problems to be solved,
increased care in setting forth the important variables to
be considered, greater attention to gathering accurate
quantitative data bearing on the problem, and deliberate use of formal logical processes in evaluating all the
factors involved. In some vague, intuitive way, this is
what we must be doing when we reach decisions now.
The foreseeable trend is one of bringing problems to the
surface, examining them, and effecting a more explicit
decision-making process.
2. A second development which can be predicted is
that management and administration as such will increasingly become a separate professional job with skills,
and perhaps even training, of its own. Management will
increasingly become the middleman in the battle of
diverse interests within the modern firm, as contrasted
with its present position of unchallenged power and
sometimes little responsibility. Management will still,
of course, continue to make decisions, but even more of
its time will go toward getting its plans and policies carried out. And management may well be able to do a
more effective job of changing and utilizing organization structure, people, and technology to get specific
tasks performed. This will be especially true if anticipated development in the behavioral sciences fulfill
their present promise.
3. Along with this move towards professional management, there comes a corollary trend: the increasing
replacement of lower and middle management personnel with machines or automated devices. As one of our
foremost experts in computers has recently observed,
the job of the inventory control clerk is perhaps more
susceptible to automation and mechanization than the
job of the bulldozer operator. The job of the buyer in
the department store, the trust officer in the bank, and
many others may be equally vulnerable. In our own profession, we have seen numerous clerical jobs disappear
with the increased use of data processing equipment—
and the use of computers and new problem-solving techniques has just begun.
4. Another major change which can be envisioned is
that business, and with it business managers, will be
judged more and more on their performance as responsible citizens. Managers of tomorrow will need to be
more socially aware than the manager of today. This
THE QUARTERLY

change does not necessarily mean that managers will
automatically become more ethical. But tomorrow's
managers will be held responsible for a broader knowledge of, and involvement with, the social and economic
forces at work in our society. Increasingly, business
decisions will be made within parameters set by political
and social considerations, as well as by the market place.
Already, as a result of episodes such as the recent pricefixing case, responsible business thinkers have insisted
that business must move voluntarily in this direction—
perhaps at some sacrifice of profits—in order to avoid
even harsher sanctions that alternatively might be imposed by the community.
This fourth and last prediction is, of course, a controversial one. It makes a lot of businessmen unhappy.
Many insist their job is to make a profit and the public
good be damned. Indeed, the most important job of the
businessman is to make profits, but he must make profits
within a framework accepted by society—a framework
that society will enforce through the political process or
through moral pressures. The job of both John D.
Rockefeller and the present chief executive of U. S. Steel
was and is to make profits. But the acceptable behavior
of Roger Blough in search of a profit is not the same as
that of John D. Rockefeller more than half a century
ago. Whether this is good or bad, the fact remains that
it is apt to be so.
These predicted changes are certainly not the only
changes to come. But they may be some of the most
important ones. Now, what about their implications for
accounting and accountants?

The Scope of the Accounting

Function

The first and perhaps most important implication of
these observations is that the future will bring a drastic
change in the scope and nature of the accounting function. Unfortunately, there is no clear guarantee in which
direction this change will take us. Let's briefly explore,
for a moment, the directions in which the accounting
function may go.
To make any meaningful prediction about the future
course of the accounting profession, we must distinguish
two purposes which are commonly subsumed under the
general name of accounting. One purpose is, of course,
the stewardship or fiduciary function—the development
of financial information for reporting to third parties
such as stockholders, the government, and many others.
The other is the decision-making or managerial function of the accounting process.
MARCH, 1 9 6 3

The Stewardship Function
Looking to the future of the stewardship phases of
professional accounting, it seems clear that, in the foreseeable future, accountants will continue to perform
this service. But it also seems likely that this aspect of
accounting will expand. If there is increasing social
and political pressure for businesses to behave in a
public-spirited fashion, there will probably be a corresponding increase in the scope and quantity of business
information to be communicated to outside parties. For
example, the information requirements of governmental agencies can almost certainly be expected to
grow: accounting with regard to cost renegotiation of
contracts, setting rates for regulated companies, determining compliance with regulatory statutes, determining the status of funds advanced by the government as
loans and grants, to name a few.
Similarly, it would seem that the business of accounting and reporting to other groups can also be expected
to increase. Many companies now are beginning to
furnish a variety of data to employees, unions, and even
the communities in which they are located—in some
cases in response to enlightened self-interest, in some
cases in response to pressure.
Furthermore, it can be expected that the scope of
accounting reports to stockholders may well expand in
the future. Furnishing additional material and information, supplementary to the usual balance sheet and income information, may come to be accepted practice
in reporting to stockholders. And some day there may
even be audit reports on the overall performance of
management, supplemental to a reporting on financial
results.
In any event, indications are that the stewardship
reporting aspect of accounting can be expected to continue to grow in the future. It is probable, however, that
the growth and expansion in this area of professional
accounting may not be nearly so exciting or so dramatic
as growth in other phases of accounting.
The Managerial Function
For the genuinely startling and exciting developments in the accounting future, let's turn to the decisionmaking or managerial function.
As first described by John Dewey, decision-making,
problem-solving, or managing may be viewed as involving a three-stage process aimed at answering these questions:
What is the problem?
(Continued on page 40)
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What can
business management do
about the profit squeeze?
by Lynn A.Townsend*

Mr. Townsend was a partner in Touche, Ross, Bailey ir Smart
before joining Chrysler Corporation. He spent 10 years with
our firm . . . he started in 1947 as supervising accountant at
George Bailey &r Company, and became a partner in 1952.
In 1957 Mr. Townsend was elected comptroller of Chrysler
and in 1958 was named group vice president—International
Operations in charge of all Chrysler Corporation activities
outside the United States.
He was elected a member of Chrysler Corporation's Board
of Directors in January, 1959 and has served on the board's
executive committee since it was established in July, 1961.
A native of Michigan, Mr. Townsend graduated from the
University of Michigan where he received the degrees of bachelor of arts in 1940 and master of business administration
with distinction in 1941. He spent three years with Ernst &
Ernst in Detroit before joining the Navy in 1944 as a disbursing officer.
1 ODAY THERE is NO QUESTION whatever a b o u t the im-

p o r t a n c e of a c c o u n t i n g i n p l a n n i n g a c o m p a n y ' s
profitable future. W i t h o u t sound financial information
no company can make meaningful plans—and without
financial discipline n o plans can be successfully exec u t e d . I n t h e m i n d s of m o s t a c c o u n t a n t s t o d a y t h e
function of record keeping a n d statement presentation
is still i m p o r t a n t b u t subordinate to profit p l a n n i n g
a n d control. T h e m a i n j o b of m o d e r n accountancy is to
analyze a company's past a n d projected earnings performance a n d to see what can be done to improve profits
* From an address at the 36th Annual Michigan Accounting
Conference, University of Michigan, October 12th, 1962.
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in the short a n d long-range future. A n d with this new
emphasis, the importance of accountancy has increased
accordingly.
H o w a n d why d i d this come about? W a s this the
natural a n d logical course of evolution that the profession of accountancy was b o u n d to take? Possibly. But
it is more likely that this development has been forced
and speeded u p by a special set of circumstances affecting the entire world of business in recent years.
As we all know, d u r i n g the early years after the end
of W o r l d W a r I I the m a i n concern of the American
manufacturer was to produce enough goods to keep u p
with d e m a n d . Capacity was the big, overriding problem.
In those days it was o n e of the pleasant duties of the
financial staff to bring to t o p m a n a g e m e n t the good
news concerning the current a n d expected rate of profits. A n d as far o u t ahead as anyone could see, it appeared that the curve of profits would continue to rise
steadily.
As might have been expected, that situation was too
good to last. As soon as the first big postwar demands
had been satisfied and manufacturing capacity h a d been
increased in anticipation of that unlimited rising curve
of profits, domestic competition began to get tougher,
and this p u t a strong downward pressure on the prices
of finished products. O n the other h a n d , the steadily
THE
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increasing cost of labor, materials, and components had
been building up the manufacturer's costs. And finally,
as the foreign industrial complexes began to grow, competition from abroad put even further downward pressures on the prices of the goods he offered for sale.
These forces produced the well publicized profit
squeeze. In 1947, a representative year in that early
postwar period, corporate profits after taxes totaled $18
billion. Fourteen years later, in 1961, after a phenomenal expansion of the nation's economy and a very
substantial decline in the value of the dollar, corporate
profits after taxes amounted to only $23 billion. In
other words, this was not an increase at all. In terms
of real value there was actually a decrease in total
corporate profits during these years.
To put those two profit totals of 1947 and 1961 in
perspective, you have to relate them to the change in
national income. That $18 billion in after-tax profits
in 1947 was 9.2 per cent of total national income. The
MARCH, 1 9 6 3

$23 billion after-tax profits in 1961 was only 5.4 per cent
of national income. Or put it this way. Undistributed
corporate profits—net profits after dividends—were 6
per cent of national income in 1947—and only 2 per
cent in 1961.
There is no clear evidence that the overall downward
trend in profits indicated by these figures is going to be
reversed any time soon. As a matter of fact, we are now
living with a new set of business conditions that could
make it extremely difficult to reverse this trend, to say
nothing of getting back to the profit margins of ten or
fifteen years ago.
The forces that worked to reduce profit margins in
the 1950s are not only still with us but have been intensified. And industry after industry has found the curve
of demand for its U.S.—produced goods definitely flattening out. As a result there has been intensified competition for increased share of market and volume of
sales in order to make more efficient use of the expanded

7

capacity that was built in the 1950s. This in turn has
frequently resulted in an additional downward pressure on prices—either in the form of outright price
reductions or added value built into the product.
This intense competition for increased share of
market and increased volume has taken many forms,
including the development and launching of new products and the elaboration of established ones. And these
developments, which are of the essence in promoting
growth, have at times been very costly to individual
companies. As American industry continues its competitive drive for increased sales here and in all parts
of the world, these costs of new-product development,
product diversification and elaboration, and product
promotion are likely to increase rather than decrease.
So—for well over a decade, industrial companies have
been caught between a steady, persistent upward pressure in the prices they have had to pay for labor, components, materials, equipment, and services and the
steady downward pressure of increasingly hot worldwide competition on the prices they have been able to
charge for the finished products they build and sell.
This profit squeeze has all the earmarks of a fundamental economic imbalance, the kind of chronic condition that is hard to doctor with easy remedies.
As a result, American business, taken as a whole, has
experienced a decline in earnings available for reinvestment in plant expansion and improved equipment. But
even more serious than the shrinking of company funds
available for spending on new plant and equipment is
the fact that American companies, on the average, have
been showing lower and lower returns on their shareholders' investment. This strikes right at the heart of
the American enterprise system as we know it. Any time
you begin to dampen the enthusiasm of people who
have savings to invest you are running the very real
danger of slowing down the whole machinery of progress that has moved this country ahead.
This situation is serious, and there would be no point
in trying to minimize its seriousness in any way.
Business does its work best—for its shareholders and for
the public it serves—when it can look forward to the
probability of making satisfactory and increasing profits. It is in such an atmosphere that the decisions of
business management are likely to be most daring,
creative, and constructive. And it is in such an atmosphere that investments in new plants, new products,
and new ways of serving the public—all of them resulting in more employment—have the best chance of being
made and being made on a big scale.
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Unfortunately, that atmosphere does not exist at the
present time. Businessmen are somewhat less than
exuberantly optimistic about their chances of making
good and increasing profits in the years ahead. They
have seen their own or other companies caught in the
vise of increasing costs and stable prices, and they don't
see too much reason for expecting that basic condition
to change. But there is another reason why businessmen
are somewhat less than optimistic about the future
outlook for profits. It seems fairly clear to most businessmen who have been battling for improved profits that
just as long as a substantial part of the general public
are not whole-heartedly, deeply convinced of the basic
importance of profits as the fuel that powers a free
economy—just so long will the necessary atmosphere
for vigorous economic growth be missing.
The country needs this atmosphere of confidence on
the part of the investing public and on the part of businessmen who are the stewards of the investing public's
money. That confidence can come only from an awareness that we are a united country—united in our
agreement on fundamental economic and social values
—which would include a general agreement on the
importance of profits. But when you have identified
the problem in this way, you still have a long way to
go to find the solution. The real solution will have to
come from a better and more widely shared understanding of the forces that move our economy ahead—and a
corresponding change in attitudes that will lead to
corrective action. And changes of this kind, as we all
know, don't come easily or quickly.
The important thing for you and me to do right now
is to try to agree upon the things we can do to help as
individual businessmen and citizens in bringing about
this improvement in understanding and these changes
in attitude. With that purpose in mind, I have a few
suggestions to make for your consideration.
My first suggestion is that you and I should do what
we can as citizens with a background of experience in
business to help create a better understanding of the
importance of profits. We need to work much harder
than we have done to date at the job of explaining—
in good spirit, with moderation, and with our points
grounded in solid fact—just what it means to a country
to have its businessmen looking forward confidently in
the expectation of being able to show a good return on
invested capital.
In all such efforts to make clear the public benefits of
profits and the anticipation of profits, it is important
to emphasize three of those benefits above all others:
THE
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First—profits provide funds for investment in new
plants and new equipment, and this in turn puts our
country in better position to compete in the expanding
world markets.
Second—profits, when reinvested in greater capacity
and efficiency, are the principal means of increasing
both the employment and the income of the American
people.
Third—economic growth generated by soundly reinvested profits means a broadening base of revenue from
which the country's education, defense, and other needs
can be adequately financed without deficits. And this
can be done with stable or even declining tax rates,
providing close controls are maintained on government
outlays.
None of us here today would argue about these
points. They seem sound, simple, and elementary. The
trouble is that they do not appear so elementary to
everybody else. It will be a long time before there is
enough general understanding and acceptance of these
fundamentals to create the all-important climate of
confidence in our profit-energized and profit-disciplined
system of business enterprise.
I don't want to give you the impression, however, that
I am completely pessimistic about the difficulty of this
job of education or the length of time it is going to take.
Far away as we now are from the day when there will be
universal acceptance of what may appear to us to be
economic truisms about the value of adequate profits,
some progress has been made. In the last few years there
have been clear indications of a somewhat better understanding of the importance of profits to the prosperity
and growth of the country. And all who have contributed to this improved understanding—and this includes
people in business, government, education, and many
other walks of life—can take satisfaction in knowing
that real gains have been made.
One indication that a start has been made toward
creating this much needed better understanding of the
importance of profits to the health and strength of the
country is the increasing talk about the desirability of
reductions in federal income-tax rates. This talk is
apparently motivated—at least in part—by a sincere
desire to increase the amount of funds available for
capital investment—and as a result to increase the rate
of economic growth.
So far so good. But it is very important to consider
any proposed tax cuts in the total context of sound
fiscal policy. And I do think that if the government is
going to take a serious look at the possibility of reducMARCH, 1 9 6 3

ing income taxes it should also take an equally serious
look at reducing government expenditures. If one
important objective of reducing income taxes is to give
the people of this country—including its businessmen—
a new basis of confidence regarding the future, then to
make the most of that move—to generate the greatest
possible amount of confidence with that move—the
government should make it clear that reductions in
taxes will be accompanied by intensified efforts to
reduce expenditures—particularly through increased
efforts to control costs and improve efficiency.
Incidentally, such a policy would create increased
confidence among the people of Europe as well as the
people of this country. And this in turn would help to
strengthen the dollar and check the outflow of gold.
Whatever a businessman's views may be on matters
of public policy, it is part of his duty as a citizen to
express those views. It is in the field of fiscal policy that
the businessman—and particularly the businessman
with experience in finance—has a special responsibility.
His work and his training give him the background for
understanding the complexities of taxation and budgeting. He knows from experience where to look for
leaks and extravagance. He knows what it can cost an
organization—private or public—to permit duplication
of effort. He knows how much can be saved by the use
of the most modern methods of control and analysis.
And he owes it to his community to participate in public discussions of these matters.
In what I have said so far I have touched on the things
that businessmen can do as citizens to help create a
better public understanding of our profit system and
what they can do to bring about sound governmental
action aimed at producing some relief from the profit
squeeze. But entirely apart from the businessman's contribution as a good citizen is the contribution he can
make in his day-to-day work.
Right through the long period of steadily shrinking
profit margins, some companies in all industries have
been able to show consistently satisfactory profits year
after year. They have moved against the trend. They
have been up against the same set of pressures that all
the rest of us have had to cope with—but somehow they
have been able to make good profits, even to make
increasing profits, throughout this period.
This would seem to indicate that there is something
in the actions of these consistently profitable companies
that is different from the actions of the companies that
have not been able to produce as good results. In other
words, good management does make a difference. Over
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the long pull, what you and I do as business managers,
what we do to control our costs—to develop new and
attractive products—and to find new ways to market and
service those products—will make its contribution to
the competitive strength of our country. And in some
measure our individual efforts to improve efficiency will
help to correct the long-standing and increasingly disturbing trend toward lower profits for American
business as a whole. After all, it is only the conditions
in his own company over which the businessman has
real and immediate control. And it is right there that
he can make his most direct contribution.
The job of pulling a low-profit or no-profit company
well over into the black and keeping it there usually
starts with a realistic facing of financial facts. If a company has been pretty consistently in the red this
normally means that it has been living beyond its
income. In this kind of situation, the business manager
has no option. Because of his responsibility to his shareholders, his responsibility to his employers, his responsibility for keeping an organization intact and strong
enough to carry on its competitive fight, he must take
decisive action to reduce costs in a hurry. Few companies are without some superstructure of fixed costs
that can be dispensed with. And the necessary first step
in moving toward a profit position is to reduce the
superstructure without jeopardizing operating efficiency.
As all but a very fortunate few of you know from
experience, budget-reducing operations are seldom
pleasant. Even though the purpose of such an operation is to preserve and improve the health of the
patient, the process is usually painful. For one thing,
it almost invariably means a reduction in force—letting
people go—and this is certainly the most painful duty
a manager ever has to face.
Swift, drastic action of this kind—painful as it may be
—can bring benefits that go far beyond purely financial
results. It can, for example, produce a sudden infusion
of confidence in a business organization—the kind of
team confidence that comes from participating in a bold
plan of action carried through to a tangible and satisfactory result. And few results are more satisfactory for
a business organization than to find itself consistently
and solidly in the black after being frequently in the
red.
Getting costs down fast by swift and decisive reduction of overhead is a necessary first step in preparing
a company to move in the direction of good and stable
profits. But to show really satisfactory profits over the
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long pull, a company must do more than reduce its
costs. It must also increase its volume of sales. And the
necessary first step in achieving and maintaining a
higher volume of sales is to make a long and careful
review of the current product line and the plans for
future products. This review must be undertaken with
unemotional objectivity. Deficiencies must be spotted
and corrected. Every tool of market analysis must be
used to redesign and realign the product so as to give
it maximum market appeal and competitive hitting
power.
Redesigning and realigning current and near-future
products is relatively simple compared with the problem of looking into the long-range future and deciding
what the market is going to demand of you eight or ten
years ahead. Nobody needs to be told by now that we
are living in an age of almost incredible change. And in
an age like ours, who can say what the products of the
future are going to look like or how they will operate?
In the automobile industry, just for example, what
would happen if some company should develop a way
to mass-produce gas-turbine passenger-car engines for
sale at prices competitive with piston engines? How
many customers would then choose to buy cars powered
by what would then seem an over-complicated, obsolete
engine?
And once it became possible to mass-produce a gasturbine engine, with only one-fifth the parts of a piston
engine, and with substantial economies in fuel and
maintenance, what rearrangements would take place in
the competitive patterns of the automobile industry?
Certainly, any automobile company that could get
this kind of jump on its competitors would experience
an entirely new set of financial problems. And most of
those problems would be of an extremely pleasant
variety. A company with a new product of this kind and
all its competitive advantages would find the familiar
relationships of cost, price, volume, and profit completely changed. In effect, that company and its
competitors would be in an entirely new ball game.
In this age of change, it behooves all of us to be as
well prepared as possible to take care of the opportunities opened up by science and engineering. The automobile of the future may or may not be powered by a
gas-turbine engine. There are distinct possibilities, for
example, in the fuel-cell, which produces electrical
energy by the oxidation of suitable fuels. And every
year we are seeing remarkable improvement in the
development of the silicon converter as a means of using
the energy of the sun. Whether the cars of the future
THE
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are powered by solar energy, by fuel cells, or by some
other means we can't even imagine at the present time,
it is pretty certain that basic changes will be made. And
that certainty of change, not only in the automobile
industry, but in every other will present every one of
us with plenty of opportunities for profitable breakthroughs if we keep our eyes and minds open.
In this period of unlimited possibilities it is important above all to remain flexible in our thinking and
not let our concept of our own job and our own business
become too limited. In the automobile business, for
instance, we have to think of ourselves not as being in
the business of building and selling cars and trucks but
as being in the business of moving people and goods.
And we have to be prepared for the development of
brand new ways of moving people and goods. In this
field of transportation nothing is beyond the reach of
change. It could be that in another twenty years or so
even the wheel will have been made obsolete. Who
knows?
The changes ahead in the field of product innovation
are going to be matched—at the very least—by changes
in distribution and service. In the past thirty years the
revolution in distribution has been at least as far-reaching as the revolution in the development of new products. To those who come to this country from abroad,
our supermarkets and suburban shopping centers, our
flexible and efficient methods of truck, rail, and air
transportation, and our advanced techniques for providing consumer credit are more impressive than any
other phase of our business system. There is no reason
why this swift and continuous development in the field
of distribution and service should slow down in the
future.
In the automobile business we have seen many
changes in distribution, service, and financing—and in
my opinion the rate of change in these fields will
increase. Perhaps the most remarkable development
in our business in recent years is the strong response of
the industry to the insistent demands of the car-owning
public for better and faster maintenance service and for
guarantees on the reliability of the cars they buy. Never
in the history of our business has there been greater
emphasis on quality production—which of course is a
direct response to the intense interest of the public in
quality products. As a result, warranties on new cars
have been increased steadily in recent years, and I am
proud, of course, that the company I am associated with
has taken the unprecedented step of offering a five-year,
50,000-mile warranty on its engines, transmissions, proMARCH, 1 9 6 3

peller-shafts, and rear axles. These, of course, are the
parts of an automobile that are most vital to its satisfactory performance and the most expensive to repair
or replace.
The growth of the economy—and the growth of profits—will depend in large measure upon the pace of
progress in the field of distribution and service. The
success of business in making it easier, more convenient,
and more pleasant to own and operate the products
developed by industry is bound to result in greater sales
and greater economic activity across the board. And
every gain by a businessman in making distribution
more efficient and less costly can result in more volume
and more profit.
With all the changes that are bound to take place in
the business universe, we can be fairly sure that one
thing will remain constant. In the practice of business
management, the one sure guide to success, the one
feedback that tells you that your decisions are right,
is profitability. And it is pretty interesting to note that
no good substitute has ever been found for profits—and
losses—as a discipline for a manager and his organization.
Strange as it may seem, even the Russians are beginning to understand this basic truth. In a recent issue of
Fortune Magazine I was just a little surprised to read
that a leading Soviet plane designer, O. K. Antonov,
has a high regard for the beneficial social function of
profits. The profit motive, he says, expressing itself
through thousands of individual investment decisions,
provides capitalists with an automatic feedback that
"forces them to make things better, sturdier, and
cheaper." That expression of praise for our system was
printed in Izvestia. As I say, the world is changing—
sometimes maybe a little faster than we realize.
The speed of change in our time can create problems
for all of us. But it also creates an open future of unlimited horizons for everyone in all walks of life. For those
of us in the world of business it means unlimited opportunities for excitement and personal fulfillment. It also
means personal satisfaction in knowing that what we do
in competing for markets and profits is building prosperity and strength for our country.
The only way you and I can take full advantagemake the most—of our great and thrilling opportunities
in business is to compete with every bit of energy and
ability we have. It is that kind of competition—and only
that kind of competition—that will keep our country
out front—leading the way to a better future for free
men everywhere.
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Howard I. Ross

A final
desperate look
at financial
statements

1. On Being Informative But Not Misleading

The purpose of financial statements is to provide useful accurate information. This implies two problems—
positively to give reliable information and, negatively,
to avoid giving information that is misleading. To some
extent these are conflicting obligations. It is impossible
to provide financial information of any sort which may
not prove in some circumstances to be misleading.
As a profession, we have done a splendid job of warning people about the danger of being misled by financial
statements. We have made it clear enough that no one
should rely on financial statements in valuing investments—because fixed assets are stated at historical cost,
and for other reasons. Moreover financial statements
may not safely be compared with those of competitors
—because they may be made up on quite different assumptions. Financial statements are basically historical
and are not reliable in predicting the future. Even the
best of audited financial statements do not guarantee
against fraud. In short we would appear to have discouraged anyone from resorting to financial statements
in any possible circumstance in which they might be
likely to need them.
This is all very well, but it seems to invite the question—if financial statements cannot be relied upon for
any of these purposes, how can it be important to produce them? George O. May used to say—accountants are
*From a summer course at the Institute of Chartered Accountants in England and Wales . . . at Oxford, September 16th, 1962.
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apt to be so careful not to mislead that they forget to
provide information.

2. Good Talk — Poor Action
Before concluding that financial statements are not
worth producing or, if they have to be produced to
comply with legal requirements—that we should devote
the entire efforts of the profession to trying to persuade
people not to rely on them—perhaps it might be well
to have one final look at them.
The first thing that becomes clear is surely the encouraging fact that financial statements are (and this
cannot be said of too many things) getting better and
better. A great deal of fine work has gone into research
and into the practical application of refinements in published statements—particularly in recent years. Statements that would have been perfectly acceptable a
generation ago would no longer pass muster in the best
circles.
This improvement reflects credit on our profession—
on accountants in practice and in industry alike.
However, this should not obscure the fact that the
THE Q U A R T E R L Y

improvement is quite inadequate in terms of today's
requirements. As custodians of the art of accounting,
our profession may be doing an admirable job—but we
are going to have to do a much better one.
O u r whole industrial a n d financial world is changing
so rapidly—and always in the direction of increasing
complexity—that new and m u c h heavier demands are
being made on financial reporting. Financial reporting
is the basic means of communication in the business
world. T o d a y we need m u c h better financial statements
than we can produce—and tomorrow the problem will
be still more critical.
W h e n we tackle the problem of producing better
statements, it is discouraging how much good talk there
is and how relatively little actual improvement results.
In Canada, the Research Committee of T h e Canadian
Institute of Chartered Accountants has been working
hard on the subject of accounting principles and better
statement presentation. Excellent papers have been
produced. Lively panel discussions are held—but when
financial statements are published they look discouragingly like those of the preceding year.
Last year at T o r o n t o , at our a n n u a l conference, we
had a splendid panel on the subject, with Sir William
Lawson r e p r e s e n t i n g your I n s t i t u t e and C a r m e n
Blough, the American Institute. Aware of the disap-

pointing practical results of so m u c h good research, we
set as a subject for the panel—What practical steps can
be taken actually to produce better statements? A number of excellent points were made, but it was hard to
detect m u c h change in statements subsequently p u b lished.
3. Some Old

Crusades

We must do better. In my view this will require two
things —
(a) W e will have to be m u c h more clear-headed about
our objectives and about the unavoidable implications
of our basic accounting conventions, and
(b) We must develop a better technique for experimentation in financial reporting.
At the outset, let us recognize that what has been
achieved so far in financial presentation represents the
combined work of many sensible accountants over a
great many years. In reviewing the results, an attitude
of derision would be quite out of place. T o cover enough
g r o u n d in a short time involves dealing cavalierly with
some contributions to the art of accounting that really
deserve much fuller and more serious consideration.
However, if derision is out of place in this discussion,
so is reverence. If we are going to do better we must not
be complacent.
In urging the need of new approaches, it would appear desirable to review briefly some of the approaches
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that have already been tried—to indicate why these are
inadequate and why something new is needed.
4. Simplified

Language

Possibly the first notion to deal with is the idea that
the real trouble with financial statements is that they
are written in technical terms which no one understands
except the fellows who prepare them—and of course
they don't matter because accountants lose all interest
in a statement as soon as they have succeeded in producing it.
Here we encounter that sterling character, the uninformed investor — sometimes alluded to as the "uninstructed layman" or the "average stockholder." This
investor is invariably a person of modest means (so as
to arouse our sympathy and not our contempt) who
suffers from an anxiety complex which leads him to
examine published financial statements in order to
judge the value of his shares. In his researches, the uninformed investor keeps running into baffling technical
terms like "assets" and "accounts receivable"—and accountants are urged to solve his troubles by substituting
clearer phrases—"what we own" for assets and "money
owing to us from our customers" for accounts receivable.
Basically this approach to accounting reform assumes
that the main trouble with financial statements is that
they are composed in technical jargon. The obvious
corollary is that everything would be fine if only financial statements were written in a mixture of Madison
Avenue belles lettres and baby talk. The underlying
assumption is that someone, who has no knowledge
whatever of business, will easily comprehend and assess
the operations of a complicated modern corporation,
so long as no one uses any long words. This is of course
utter nonsense.
T o encourage someone who is put off by technical
terms such as "accounts payable," and for whom one
must translate "liabilities" as "what we owe," to believe
that he can get some notion of the value of his investment by studying a set of financial statements, is an act
of criminal irresponsibility.
I have for the small investors all that warm sympathy
one gets from being one of them. However the proper
thing to do for the small investor is to persuade him to
obtain professional advice from an investment consultant, or to place his money in one of the trusts which are
organized for the proper investment of the funds of
widows and orphans and such. Our responsibility as a
profession is to give the experts, who act as investment
consultants or run investment trusts, with the best pos-
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sible financial information.
In case all this may seem a little harsh on those who
have spent time trying to write financial statements in
non-technical language, I would like to illustrate my
point by a quotation from the sister discipline of philosophy.
Lord Russell, who is widely revered amongst philosophers as one of the most lucid of writers, starts his
essay on "Number" as follows —
"Many philosophers when attempting to define number, are really setting to work to define plurality, which
is quite a different thing. Number is what is characteristic of numbers, as man is what is characteristic of
men. A plurality is not an instance of number, but of
some particular number. A trio of men is an instance
of the number three and the number three is an instance
of number; but the trio is not an instance of number."
While a dissertation on Number is the sort of thing,
I should have thought, a Chartered Accountant might
aspire to understand, I must confess that this paragraph
does not mean very much to me—even although Lord
Russell goes on to say, "This point may seem elementary
and scarcely worth mentioning."
What I would like to point out here is that this passage contains no technical jargon, nor any words not
easily understandable by anyone. Yet does it mean anything to anyone who has not a proper grounding in philosophy? In precisely the same way, financial statements
can be written in the most familiar words without conveying any information whatever to a person who does
not know anything about business.
5. The Inadequacy of Greater Disclosure
A second approach to improving financial statements
has been along the lines of concentrating on greater and
greater disclosure. This is one of the dominating notions of the Securities and Exchange Commission in the
United States. As I am sure most of you know, if you
are under the control of the SEC before issuing securities you must produce a mass of information. Some of
this information perhaps actually gets read, and it often
proves a useful exercise for the companies that prepare
it. But when it comes, say, to valuing investments, what
is wanted is not a mass of detailed information but the
accurate presentation of a relatively few basic, significant figures. Admirable as insistence on disclosure may
be—surely it is not more than a small part of the answer.
6. The Philosophic

Approach

A third direction in which a great deal of research has
been done is along what might be called philosophic
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lines—although I suspect philosophers might say pseudo-philosophic lines. Attention is concentrated on fine
definitions of terms; and we are introduced to accounting postulates, principles, procedures, conventions,
rules and so on. An excellent research study along
these lines has recently been published by the American
Institute under the heading of "The Basic Postulates
of Accounting" (by Dr. Maurice Moonitz, Research
Director).
Interesting as this sort of study is as a mental exercise,
is this approach really going to lead to much practical
progress in statement presentation in, say, the next hundred years? The philosophic approach seems to concentrate attention on greater and greater refinement of
language and concepts—and on an obviously profound
(and obviously hopeless) groping for basic realities. Is
this exactly the right technique for such a slap-dash
practical job as the production of financial statements?
In philosophy one tends to proceed crablike—in a
backward direction. Thus when one writer has produced some ponderous research resulting in a statement
of apparently basic principles, the accepted philosophic
procedure is not to build on the foundations thus laid,
but to inspect these foundations with even more minute
care—ending up with the conclusion that they are not
profound enough. The job is to destroy the foundations
and to dig yet deeper. This is illustrated by the reception
of Dr. Moonitz' research study mentioned above. This
study starts with propositions which sound basic enough
in all conscience—such as these
"Quantification. Quantitative data are helpful in
making rational economic decisions, i.e., in making
choices among alternatives so that actions are correctly
related to consequences.
"Entities. Economic activity is carried on through
specific units or entities.
"Time Period. Economic activity is carried on during
specifiable periods of time.
"Unit of Measure. Money is the common denominator in terms of which the exchangeability of goods
and services, including labor, natural resources, and
capital, are measured."
Profound as these postulates are, it is interesting to
find that the main criticism of this study has been that
it does not dig back far enough into the basic objectives
of accounting.
7. The Concept of Usefulness
In "The Basic Postulates of Accounting," the idea
that usefulness is the proper criterion by which financial
statements should be judged, is dismissed, with the
MARCH, 1 9 6 3

queries—"useful to whom and for what purpose?" While
the implication is that these two questions are unanswerable, and are thus adequate grounds for dismissing
the whole idea of usefulness as the basic consideration
in judging statements, they are in fact very easy questions to answer. Surely the answers are—useful to the
person reading the statement for whatever purpose he
is reading it for.
The fact that accounting is basically utilitarian—that
the only way to judge an accounting statement is on the
basis of its usefulness—must be enshrined as a fundamental proposition, and I don't believe it matters
whether it is called a postulate, or a principle, or something else. The important thing is that we must recognize this criterion of usefulness as fundamental and we
must fully accept its implications.
Accountancy is simply a means of communication. It
is essentially a language—and it can only develop in the
casual, experimental, practical way in which languages
develop. There can be no hope in groping for basic
reality, as there is perhaps in philosophy or in the
natural sciences. Progress must be solely through finding
better and better ways (that is more and more useful
ways) of communicating information.
8. General Purpose Statements
Dr. Moonitz asks "useful to whom and for what purposes?" and this suggests a consideration of the old
argument about whether we should strive for a general
purpose statement or should produce separate statements for specific purposes.
The argument between general purpose and specific
purpose statements must not be oversimplified. T o begin with, it should be recognized that we need both.
When someone has recourse to a statement, ideally it
should be drawn up to give him exactly the information
he wants. However, there are so many different requirements that it would be hopelessly confusing to draft a
special statement for each—and some compromise with
the ideal must be accepted.
Accountants have been concerned principally with
attempts to draw up satisfactory general purpose statements and they have perhaps been led, in defending
such statements, to under-rate the need of specific statements in some cases.
Consider financial statements from the point of view
of management—which is probably the most important
point of view of all. A manager is surely entitled to any
information he considers he needs to run the business.
(Continued on page 29)
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Deferred

Compensation

and Stock Options
This article is based on a talk which the author gave before
the 1962 University of Pennsylvania Tax Conference. It appeared in substantially the same form in TAXES—The Tax
Magazine, January 1963. Mr. Scully cautions the reader that
the President has asked congress to exact legislation which
would substantially affect advantages of restricted stock options to employees.
(CONSIDER FOR A FEW MINUTES, if you will, t h a t you are

a m e m b e r of the Board of Directors of a medium-sized
corporation. I n such capacity you are confronted with
the following problem. J o h n Jones, o n e of the company's key executives, is currently earning $40,000 a
year base salary, plus a b o n u s computed on a percentage of net income which has varied between $1,000 a n d
$9,000 over the last five years. Although J o h n has
earned a good salary for the last ten years, he can look
forward to retiring in 15 years with post-retirement income of only $12,000 a year. T e n thousand dollars a
year of this $12,000 a n n u a l post-retirment income will
come from a company-sponsored qualified pension
plan. T h e Board of Directors has decided that if they
are to retain t h e services of J o h n Jones u n t i l retirement
they must increase his compensation. You, as a m e m b e r
of the Board of Directors, have been asked to investigate two of t h e possible ways in which this increase in
compensation may be granted to J o h n . T h e two methods are a nonqualified deferred compensation p l a n 1
a n d a stock o p t i o n plan. 2 Both of these plans are to be
investigated with a view toward increasing J o h n ' s aftertax earnings, assisting h i m in creating a n estate, a n d at
the same time enabling the corporation to claim a deduction for a m o u n t s paid. Your knowledge of t h e company's qualified deferred compensation plan reveals
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that J o h n ' s benefits u n d e r the plan cannot be substantially increased without, at the same time, increasing
the benefits to all other employees covered by the plan.
T h i s would be too costly to t h e company a n d is n o t to
be considered.
Therefore, if a deferred compensation plan is to be
utilized, it will of necessity be a nonqualified plan. A
nonqualified plan may have o n e of several objectives.
It may a t t e m p t to defer p a r t of J o h n ' s current earnings
a n d spread them over a period of years while h e is still
employed, or it may defer current income u n t i l after
his retirement. T h e first of these two objectives is incorporated into many executive profit-sharing plans.
U n d e r such plans a n executive's b o n u s is c o m p u t e d
based on current income of the corporation, b u t only a
fraction is paid o u t in the current year. T h e remainder
is prorated over the subsequent three to five years a n d
generally is payable only if the executive is still employed by the corporation. T h i s type of profit-sharing
plan would serve a dual purpose in J o h n ' s case. Increases in his compensation would be geared to increases
in profits of the corporation. T h e corporation would
obtain a deduction as the a m o u n t s were actually p a i d 3
a n d J o h n would pick t h e m u p as income only in t h e
years they were actually received. Spreading the payments over a period of years would b e of a further advantage to J o h n in that his earnings from o n e year to
the next would tend to be level from o n e year to the

1

IRC Sec. 404(a)(5).

2

IRC Sec. 421.

3

See footnote 1 and Reg. 1.404(a)-12.
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creased. A side benefit to the corporation would be that
J o h n would forfeit his remaining bonus payments if
he left the employ of the company prior to retirement.
As an alternative or an additional plan for granting
J o h n an increase in compensation, a nonqualified plan
may be devised which will defer current income to postretirement years. At that time, based on current estimates of his retirement income, J o h n ' s tax rates will be
substantially lower than they are at the present time.
Knowing that these two objectives can be obtained
through n o n deferred compensation plans is only part
of the answer, however. You must be prepared to convince J o h n that the compensation plan finally proposed
to h i m will be best for h i m in the long r u n , considering
n o t only the income tax factors b u t also the security
aspects of certainty of p a y m e n t after retirement.
A nonqualified deferred compensation plan may be
based u p o n a contractual promise by the corporation
to pay the funds to J o h n at some time in the future, or
it may be financed by current payments to a fund in
which J o h n presently has either a forfeitable or nonforfeitable right. T h i s brings o u t some basic distinctions a m o n g nonqualified plans. A p l a n may be:

next. Sharp fluctuations in any one year's bonus due to
changes in corporate earnings would not be influenced
by the graduated personal income tax rates as m u c h as
if he had received a large bonus in the year earned.
T h u s , his after tax earnings would probably be inMARCH,
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(1) U n f u n d e d in which the employee has a forfeitable right;
(2) U n f u n d e d in which the employee has a nonforfeitable right;
(3) F u n d e d in which the employee has a nonforfeitable right;
(4) F u n d e d in which the employee has a forfeitable
right.
Each of these variations has attributes which may be
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attractive or unattractive to one of the parties to the
transaction. Before discussing the attributes of these
various plans, it is appropriate to emphasize the distinction between a funded and an unfunded plan and
between forfeitable rights and nonforfeitable rights.
Generally, the funding of a plan signifies not only a
segregation of assets but also the granting of substantial
present rights in the assets to the employee.4 This is to
be distinguished from a mere segregation of assets by
the employer as a source of eventual disposition to the
employee and in which the employee has no present
rights. If the employee does not have any interest in
these assets until payment is made, the segregation is
not considered a funding. An employee's rights under
a plan will be considered to be forfeitable if there are
substantial conditions precedent to his having an unrestricted right to the assets other than the passage of
time until he retires or reaches a given age.5
Characteristics of Four Variations
Your examination of the four variations in deferred
compensation plans mentioned above indicates they
have the following characteristics.
An unfunded plan in which John's rights are forfeitable until age 65 or retirement and in which his rights
are conditioned upon his continuing as a corporate
officer would result in no taxable income to John until
he actually receives payments from the plan. 6 Until he
receives the money, John has only an unsecured interest
under a contract which is not considered cash or its
equivalent. Under such a plan the corporation would
be allowed a deduction in the year that the amounts are
actually paid.
An unfunded plan in which John's rights are nonforfeitable, specifying income to be paid to John upon
reaching age 65 or retirement, would result in the same
tax effects to John and to the corporation as under the
previous plan. That is, taxable income would be recognized by John in the year cash is received and a deduction would be allowed to the corporation in the year
actually paid.
The main difference between these two plans lies in
a nontax factor affecting the corporation. In the first
plan the forfeiture clause serves as a deterrent to John
in leaving the corporation prior to retirement. Under
the second plan, John could leave at any time and still
obtain the benefits upon reaching age 65. At one time
the forfeiture clause was considered essential to insure
the employee deferral of the income until actual cash
receipt. However, since the issuance of Revenue Ruling
18

60-31, many authorities believe the forfeiture clause is
now unnecessary. This belief is based on two examples
given in the Revenue Ruling. Although both examples
effectively deferred the income to the employee until
actually received, one employs a forfeiture clause while
the other contains no forfeiture clause.
Although both of these plans provide the desired effect from a tax standpoint, you are concerned that John
will ask for more assurance of eventual payment than
the mere contractual obligation of the corporation. T o
be realistic such an obligation is only as good as the
corporation will be at sometime 15 to 20 years in the
future. The logical step to take to surmount this objection would be to fund the plan, thereby giving John
either a forfeitable or nonforfeitable right in assets segregated under the plan. However, the adverse tax effects of both of these plans, as discussed below, effectively rule them out of consideration.
A funded plan in which John has nonforfeitable
rights would result in taxable income to him in the year
in which amounts were paid into the fund.7 Even
though John would have to wait until age 65 or retirement before he could receive any payments, the doctrine of economic benefit could be used to find the
current additions to the fund taxable to him. Current
payments by the corporation into the fund would result
in current deductions under Section 404(a) if the requirements of Section 162 are met.
A funded plan in which John has forfeitable rights
at the time contributions are made would result in no
taxable income to him until he actually receives the
cash distributions from the fund. However, the payments into the fund by the corporation will never be
deductible by the corporation since John's interest in
the fund is forfeitable. This disallowance is specifically
stated in Section 404(a)(5).
It should be noted that two principles override any
nonqualified deferred compensation plan. First, John's
over-all compensation must be reasonable. 8 Second,
there is the possibility that additional income might be
taxed to him currently under either the economic benefit or constructive receipt doctrine.
Generally, Section 404(a)(5) allows the corporation to
deduct deferred compensation payments to John. A
* Rev. Rul. 60-31,1960-1 CB 174.
5

See footnote 4.

6

See footnote 4.

7
Rev. Rul. 57-37, 1957-1 CB 18 as modified by Rev. Rul. 57-528,
1957-2 CB 263.
8
IRC Sec. 162.
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limiting factor on this authority is the requirement of
Section 404(a) that any amounts deducted, even under
a nonqualified plan, must meet the requirements of
Section 162 as being ordinary and necessary business
expenses. In this manner the reasonableness of John's
over-all compensation may become a limiting factor.
The deferral of an employee's income under certain
nonqualified deferred compensation plans has been
successfully attacked by the Internal Revenue Service
on either the constructive receipt doctrine or the economic benefit doctrine. The doctrine of constructive
receipt has been applied to situations in which the
employee could have received the items of income currently, but through his own volition or special arrangement has chosen to defer the actual receipt of the money
until a later time. For instance, the substitution of a
nonqualified deferred compensation plan for John's
current bonus might be taxed to John currently if the
plan benefited only John and it did not contain substantial conditions precedent to final vesting in him. The
economic benefit doctrine has been used to destroy the
advantages to an employee under a plan that grants
the employee unrestricted rights in property which
have a realizable market value.
Stock-Option Plans
The second alternative which you are to investigate
with a view to increasing John Jones' compensation is
a stock-option plan. Your investigation of stock options
reveals that if the technical requirements of Section 421
are met, not only may a portion of John's income be
deferred but also a portion of it may be converted into
capital gains.
There are three types of stock options to be considered, each of which affords a different tax treatment to
the person receiving the option. The three types are a
95 per cent restricted stock option, an 85 per cent restricted stock option, and a nonrestricted stock option.
By definition a restricted stock option must be granted
by the issuing corporation or its subsidiary to one of its
employees.9 The option must run for not more than ten
years;10 it must be nontransferable except at death; 11
and its price must be at least 85 per cent of the fair market value of the stock on the date the option is granted. 12
Further, the employee may not own more than 10 per
cent of the employer's stock unless certain additional
factors are present. 13
Both 85 per cent restricted stock options and 95 per
cent restricted stock options will serve to defer income
to John as well as in some cases grant him capital gains
MARCH, 1 9 6 3

treatment on portions of the income. In order to qualify
for these two tax benefits, the option must be exercised
by John during the period of his employment or within
90 days thereafter.14 Also, he must not dispose of the
stock so acquired within two years of the date the option
was granted to him nor within six months of the date
the stock was transferred to him as a result of exercising
the option. 15
Assuming the formal requirements are fulfilled, an
option to buy stock at a price equal to 95 per cent of the
fair market value of the stock on the day the option is
granted will have the following tax effects on John. He
will recognize no taxable income at the time the option
is granted not at the time the option is exercised. The
only income he will recognize will be capital gains and
then only if the stock is sold during his lifetime.16
If the option price for the restricted stock option is
between 85 per cent and 95 per cent of the fair market
value of the stock on the day the option is granted, John
will also recognize no income at the time the option is
granted nor at the time the option is exercised.17 Income will be deferred until the stock is disposed of by
sale or by other transfer. At the time of sale or transfer,
gain will be split between ordinary income and capital
gain. Ordinary income will be measured by the difference between the option price and the lesser of the
value of the stock at the time the option was granted or
the value of the stock at the time of sale or transfer.18
Any additional gain which is realized will be taxed as
capital gain. 19
No deduction will accrue to the corporation as a result of either of these restricted stock options.
If John dies without exercising the restricted stock
options, they will be included in his gross estate for
federal estate tax purposes at their fair market value.
The basis of stock which the estate or beneficiary acquires as a result of exercising the options held by John
at his death will be adjusted to reflect the value of the
option included in the estate tax return.
If the requirements of a restricted stock option are
9

IRC Sec. 421(d)(1).
IRC Sec. 421(d)(1)(D).
11
IRC Sec. 421(d)(1)(B).
12
IRCSec.421(d)(l)(A)(i).
13
IRC Sec. 421(d)(1)(C).
" I R C Sec.421(a).
13
See footnote 14.
19
IRC Sec. 421(a) and Reg. 1.421-5(a)(4) example (1) and (2).
17
See footnote 14.
18
IRC Sec. 421(b).
19
See footnote 18.
10
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not fulfilled, ordinary income will be recognized by
John in the year that the option fails to qualify.20 Thus,
the benefits of a stock option plan may be lost from the
very beginning or as the result of an event happening
in a year subsequent to initiation. The failure to hold
stock for six months from the date of exercise is an example of such a disqualifying future event. The value
of the stock on the date the option fails to qualify for
special treatment determines the amount of income
John would recognize. If the disqualification occurs in a
year subsequent to the year granted, the additional income will be picked up at that time rather than through
the filing of an amended return. 21
If a restricted stock option plan is inaugurated, certain warnings must be given to John. First of all, the
holding periods required to gain the benefits under a
restricted stock option must be adhered to explicitly.
Secondly, if the corporation is listed on a national exchange, John as an officer may be subject to the rule
contained in Section 16(b) of the 1934 Securities Exchange Act. This requires that an insider pay to the
corporation profits realized from the purchase and sale
of stock within a six-month period. If John falls within
this category and does enter into one of the prohibited
transactions, not only will the effectiveness of the stock
option plan be nullified, but also John may end up
with capital losses which can only be offset against future capital gains. Due to the fact that different bases
may be assigned to the same stock for purposes of determining the amount to be repaid to the corporation and
that used to determine gain from the transaction, it is
possible for an executive to recognize no gain for tax
purposes but yet be required to pay money to the corporation. Revenue Rule 61-115 allows the executive to
deduct amounts repaid to the corporation from gains
recognized for tax purposes. However, in a situation in
which the gain is different from the amount repaid,
some of the amount repaid may have to be carried over
to future years and utilized as a short term capital loss.
The real significance of a restricted stock option does
not arise until the market value of the stock appreciates
substantially over the market value of the stock at the
time the option was granted. If, instead of appreciating,
the value of the stock depreciates, such as many corporation stocks did in the Spring of 1962, options lose their
value. Here again the Internal Revenue Code has made
some provision for modifications of the option price.22
20

IRC Sec. 421(f).
See footnote 20.
22
IRC Sec. 421(e).
21
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As a general rule, the adequacy of the price to determine whether the option is a restricted stock option will
depend upon the value of the stock, both at the date of
granting and the date of any modification. The only
exception to this arises when the average price for the
12 months immediately preceding the date of modification is less than 80 per cent of the market value at the
time the option was originally granted. If this condition exists, the value at the date of modification governs
the adequacy of the price of the option.
It should be realized that an important aspect of
using stock options is the requirement that the basis of
the stock must be related to its fair market value. The
problem of determining the fair market value of its
stock is one of the reasons why closely held companies
find it difficult to use stock options in setting up compensatory plans for their executives.
In summary, the result of your investigation shows
that both stock options, as well as nonqualified deferred
compensation plans, have advantages as well as disadvantages.
Stock options, particularly restricted stock options,
may be very advantageous both to John and to the corporation. They enable John to defer income and at the
same time, under certain circumstances, realize substantial capital gains. The corporation at the same time
benefits to the extent that John has an ownership interest in the corporation and is actively interested in improving the performance of the corporation. One of the
principal drawbacks intrinsic to all stock options is that
any advantage that may be gained requires John to
commit relatively large sums of money to acquire and
hold the stock in order to realize the full benefits from
the restricted stock option plan. Aside from this is the
relatively minor problem of complying with the technical requirements of a restricted stock option plan to
gain the full benefits allowable.
Properly drafted, a nonqualified deferred compensation plan can defer a portion of John's current compensation and still preserve a deduction for the corporation
at some time. To preserve the advantage to John, the
plan must be drafted to avoid the application of the
doctrine of constructive receipt and economic benefit.
To preserve the deduction to the corporation, any segregation of assets must not be construed as a funding
of the plan unless John has a nonforfeitable right
therein. The plan which produces the most favorable
results to both parties then appears to be an unfunded
plan based on an unsecured contract in which John has
either a forfeitable or nonforfeitable right.
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Supermarkets:

they're big
business
o

UR SUBJECT RECALLS TO MIND a T V skit of several

seasons ago.
T h e scene is a supermarket: T h e time—Saturday
afternoon. W e see a couple dozen m e n scurrying about
with those silly go-carts, with which I ' m sure we are
all familiar—their arms in a continuous u p a n d down
piston-like m o t i o n in a n a t t e m p t to satisfy what a p p e a r
to be g a p i n g basket mouths.
Suddenly o u r protagonist breaks o u t of the crowd,
rallies it a r o u n d him, a n d exhorts it to u n i t e a n d support the radical movement to "get wives back into
supermarkets!"
T o d a y I'd like to ask the married male readers to
linger a while longer . . . while I try to portray, professionally speaking, a somewhat different picture of
this new national p h e n o m e n o n .
Vastness of the field
T o give an idea of the vastness of the industry,
perhaps we should start o u t with some definitions:
1. A store having a n a n n u a l volume of $375,000 or
more in food, grocery, produce a n d / o r meat sales is
considered by the industry to be a supermarket.
2. W h e r e the a n n u a l volume rests between $75,000
and $375,000, it is referred to as a superette.
3. A small store would be one with a n a n n u a l volume
of less than $75,000.
Operators of 10 or more units (be they supermarkets,
superettes, a n d / o r small stores) are referred to by the
MARCH, 1 9 6 3

Bernard Cianca
A partner in the New York Office, Mr. Cianca is a
native New Yorker who joined our firm on leaving
the service. He has a Bachelor's Degree in business
administration from the College of the City of New
York, where he majored in accounting. Mr. Cianca
lives in Jersey City with his wife and daughter and
is active in the AICPA, New York State Society of
CPAs, and the American Accounting Association.

industry as chains; those operating less than 10 units
are considered i n d e p e n d e n t operators.
At present i n d e p e n d e n t operators control 240,000
units, of which i68,000 are in the small store category.
T h e chains account for some 20,000 units, of which
17,000 are of the supermarket variety.
T h e sales volume of the industry as a whole in 1961
is estimated at $52,600,000,000, with the chains doing
3 9 % of this or $20,450,000,000. Of this $20 billion, $19
billion represented supermarkets. I n passing it is interesting to note that of the $32 billion which the independents rang u p in sales last year, more t h a n half came
t h r o u g h the operations of their supermarkets although
in n u m b e r these accounted for only 16,000 o u t of their
total 240,000 units.
T h e r e are some 57 companies in the industry which
are publicy owned, with stock selling o n either the New
York Stock Exchange, the American Stock Exchange
or over-the-counter. These 57 companies account for
$18.7 billion in sales volume—or more than one-third
of the total industry.
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Potential of the industry
The supermarket industry as a whole typically earns,
after taxes, considerably less than 2% of sales. In 1960
the industry's average was 1.2%. Such a low return stems
from the traditional low price, mass volume, quick turnover operation. This has been coupled with what appears to be the inexorable rising trend of costs and a
tightening competition. This tightening competition
has seen the number of supermarkets double in the past
ten years. Recently, even one of the largest chains had to
sell some 184 of its stores because it found it difficult
to adjust to the marketing needs of communities with
wide ethnic diversity, which it tried to do to meet the
competition of small nationality-oriented "Dels."
The average market for each store has dwindled from
3,000 families 10 years ago to 2,000 families in 1960.
Such a plight has lead to an atmosphere of "diversification or stagnation."
In an attempt to alleviate the profit squeeze, bigger
and better supermarkets are being built—more in line
with one big general store concept of the past—wherein
more high price, high margin items can be "pushed."
Some chains, like Jewel Tea and Giant Food, besides
expanding the non-food lines are also including services
in their combination stores, such as dry cleaning, shoe
repair shops, car washing establishments, coin operated
washing machines, etc.
In the rush to get more high price, high margin
items to take advantage of the traffic a supermarket
produces, Jewel Tea, Kroger, Grand Union and PigglyWiggly have added drug items either through the direct
acquisition of drug chains or by opening their own drug
stores. In the same vein, Grand Union, Giant Food,
and Food Fair have added gasoline and automotive
supplies; Jewel Tea and Giant Food are experimenting
with clothing shops and Food Fair has gone so far as
to include a bowling alley in its latest supermarket.
Again this attempt to diversify and to raise profit
sights has led to what might be called a natural marriage with discount houses—whose net after taxes average 2 to 3% of net sales. I say natural marriage because
of the combination store concept whereby food plus
non-food plus services are being offered under one roof.
Within the very recent past there have been 8 major
mergers of supermarkets with discounters, the largest
of which was that of Food Fair and Enterprise—J. M.
Fields.
Supermarkets have also naturally sprung into shopping center and real estate operations. Food Fair has a
company established for the construction of shopping
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centers and in this same area National Tea is building
its own discount houses.
Joint ventures have also marked the supermarket
scene with A & P setting up joint discount retailing
units with a "membership" — "closed door" discount
chain; National Tea operating five food and small
appliance stores jointly with Interstate Department
Stores; and Jewel Tea arranging with a Chicago mail
order house to handle drygoods in one of Jewel's combination stores.
The potential of this program of diversification has
not been fully realized. With gradual realization will
come additional need for capital, which in turn will
mean "going public," wider credit lines, additional
acquisitions, joint ventures and other mergers.
Some accounting features peculiar to supermarkets
At this point some scant comments on a few accounting peculiarities of the industry might be in order. The
operations of a typical supermarket are generally
divided into a departmental structure consisting in the
main of meat, produce, and grocery departments, with
other departmentalization as required. At the store
level, the grocery department is generally accounted for
on the retail method. However, meat and producewhere the element of perishability makes impractical
the maintenance of large stocks—are not carried on a
retail basis.
Where grocery inventories are kept on the retail inventory basis, several recognized techniques for the determination of mark-on percentages have been on the
basis of: (1) individual store computations, based on
cost-retail relationships of shipments into the store; (2)
pilot stores mark-on percentages, the results of which
are applied chain-wide; and (3) individual store records
at retail only, with actual merchandise costs being prorated to all stores on the basis of retail shipments to
stores, or by reductions to cost through chain-wide cost
complements.
Also peculiar to the supermarket is the widespread
use of the addition of approximately 2% to mark-on
percentages. This adjusts the product mix of high and
low mark-up items in ending inventory, (usually substantially different from the mix in purchases during
the period), and is based on studies at pilot units where
physical inventories were priced at both cost and retail.
It is with this particular aspect of supermarket activities
that statistical sampling techniques have been developed and applied.
Another sidelight into the differences from tradiTHE
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tional retail accounting is the manner in which the supermarket industry treats price revisions. Although the
prices of grocery items fluctuate quite a bit, the dollar
impact of price changes is quite low in comparison to
their impact on department stores because of the frequency of shipments into supermarkets. Many items
that are part of special promotions or weekly specials
can be shipped to supermarkets at special selling (retail)
prices without price changes being required. As a consequence, price changes have little effect on the valuation of grocery inventories. When price changes do take
place at the store level, the industry practices range
from a full recording of mark-downs and mark-ups in
the theoretical use of the retail inventory method to
the complete ignoring of all price changes.
With the increased selling of nonfood items, however, food chains must begin to pay more attention to
price changes. It appears that this is accomplished in
most food chains through the creation of an additional
department for nonfood items, so that the treatment of
the grocery departments is unchanged.
The prime control over merchandise lies in frequent
physical inventories. Meat and produce, for instance,
are generally taken every Saturday night, while other
merchandise is covered at an average of 4 to 8 times
a year.
It is usual for physical inventories to be taken by
teams, one member of which calls to another, who enters the calls into a calculator. The calculator is cleared
every so often and totals transposed onto a prepared
layout. In other cases, the calls may be made into a dictaphone or another recording device. Some inventories
are taken by a longhand listing of quantities only, on a
prepared worksheet with pre-printed prices. It should
also be noted, that food chains often employ outside
organizations which specialize in the taking of physical
inventories.
Some distinct auditing facets
It can readily be seen from the few instances cited
above that there might be unusual hurdles to clear in
conducting an audit of a supermarket. The methods of
taking physical inventory, for instance, will create some
problems with respect to their observation by independent public accountants.
The appraisal of the particular method of reducing
retail inventories to cost at period-end would also seem
to pose auditing problems.
In connection with supermarket inventories, strong
consideration must of course be given to: (1) the freMARCH, 1 9 6 3

quency with which physical inventories are taken by
crews generally under home office direction; (2) the
usual limited dollar value of inventory per store unit;
and (3) the fact that basic stocks must be on hand to
regularly produce a stated sales volume. These circumstances are prime factors, for instance, in the determination of the coverage of physical inventories for
observation.
Some management services aspects
Management services possibilities, it would appear,
abound, and in view of this period of diversification,
should continue to grow in the supermarket industry—
as a result of increasing complexities of operations as
well as the continuing need for efficiencies, economies
and controls.
It would seem that at the store level there are areas
in which to practice management services arts, if you
will, such as the check-out counter. With such decisions
to make as the number and hourly manning of counters
a unit should have, this would be a prime area for the
application of the "queing theory." The size and mix
of change funds also pose questions. And I am not so
sure that as the chains grow larger and the units more
dispersed, on-line—real-time applications with point-ofsales recorders might not also offer some possibilities.
At the warehouse level the size, number and location
of warehouses seem a natural for "transportation
model" mathematical techniques, especially with the
expansion and diversification evidently under way in
the industry.
Indeed, the sheer quantity and variety of items in the
warehouse grocery inventory which require handling
and ordering decisions each week, should open wide
vistas in the Selective Inventory Management area. And
at the corporate level, with the load of the multi-unit
operation ever increasing, effective upward reporting,
effective means of measuring performances and effective
budgeting and cost controls should become even more
paramount to good management.
Also at the corporate level, in the fight to stay alive if
not grow, supermarkets might well make use of management services in connection with such things as the
desirability of additional units, their size, location and
—yes—even number.
*
#
# #
Well, that's the view of supermarkets from where I
stand. I believe you'll agree they're vast; they're "super"
—they're America's newest "big business." Indeed, they
are even being exported!
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J.HE STORY of any public accounting office is mostly a
story of people. In telling a story a b o u t the Seattle office
of T o u c h e , Ross, Bailey 8c Smart, there is little to be said
that does not encompass those people, past a n d present,
who have made significant contributions to the office.
T h e factual data is simple. O n July 1, 1935 the Seattle
office of Allen R. Smart & Co. was opened on the n i n t h
floor of the 1411 F o u r t h Avenue Building, then Seattle's
finest office building. T h e space was tiny b u t ample for
the organization of two—the manager and the secretarytypist-bookkeeper. T h e location was m a i n t a i n e d for 25
years b u t was steadily enlarged u n t i l half the floor was
occupied. In November 1960 the office was moved across
the street to the just-completed W a s h i n g t o n Building,
now the prestige office building in Seattle.
Going back just a little, the first Pacific Coast office of
Allen R. Smart & Co. was in Los Angeles. T h e Seattle
work was served from there. W h e n the Seattle office was
opened, the Los Angeles office was closed and work there
was covered by travel. It was b u t a few years, however,
u n t i l the Los Angeles office was reopened as a sub-office
of Seattle and continued as such u n t i l the T o u c h e
merger in 1947.
Somewhat later, the Seattle office had a sub-office in
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TRBirS office is in Seattle's finest office building
Portland which was absorbed in the merger with Stratford, H a n s o n 8c Co.
Gross fees for the first year of 1935, including the work
in Los Angeles, were just a b o u t enough to cover the
salary of one college graduate of today. Today's gross
fees rank the office a b o u t tenth in size in the firm. In
operating efficiency it would rank somewhat higher.
T h e office has strong tax and management services departments with much greater activity in both than is the
case in most offices. As this is written, 36 people are
attached to the office.
THE
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From the two or three clients of 1935, the list has
grown to well over 400.
Almost everyone makes some contribution to the
standards, quality, practices, and traditions of an office.
To pick out those whose efforts have been most significant is not an easy task, but certainly the following people would be included on such a list.
John O. Yeasting opened the office and was its first
resident manager. Upon graduation from the University
of Michigan, his first job was with Allen R. Smart & Co.
He pioneered for the firm on the Pacific Coast after five
years in Chicago, Dayton, Pittsburgh, and way points.
His second job was with Boeing, who drafted him in
1939. He is now a director, a vice president, and the general manager of its outstanding Transport Division.
John Yeasting established the basic policies of the
office. These were high standards, careful and thorough
workmanship, devotion to the welfare of clients, constant striving for improvement, and interest in meeting
new challenges. The influence of his ability and char-

John O. Yeasting — returns to the office he opened in 1935
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acter is still rubbing off on today's juniors in the Seattle
office.
Edward P. Tremper joined the office in 1937 and was
its manager after 1939.
Gerald E. Gorans, the present partner in charge,
joined the office on April 1, 1947 after his graduation
from the University of Washington. Even in his early
years he showed a natural understanding of accounting.
He has the ability to get things done and to work well
with clients. One of his qualities, sometimes rare among
accountants, is common sense. Jerry is active in civic
affairs and the office continues to grow and improve
under his leadership.
Durwood L. Alkire joined the office a short time after
Jerry. He was an Internal Revenue Agent conferee who
very quickly learned the ropes on the other side. He has
been active in both professional and civic affairs. To
many he is known as the outstanding tax accountant in
the Pacific Northwest and is in great demand as a
speaker on tax subjects. Under his direction the Seattle
tax department has shown continuous growth and
development.
Milton M. Gilmore, now partner in charge of the San
Francisco office, joined the office in 1940 after his graduation from the University of Washington. He was transferred to Detroit in 1948. His contribution to the office
was important, particularly in the audit field where his
strict and precise workmanship furnished outstanding
examples for others to follow. His devotion to clients'
affairs and to the firm was notable.
Among those who had a major impact on the development of the office were Ralph Peterson (1939-1952),
Jerry Pennington (1941-1951), and Harold Haynes
(1948-1954).
Ralph Peterson, now the senior partner of Peterson &
Sullivan, Seattle CPA's, initiated many of the office
training techniques. He provided staff leadership and
was a major factor in encouraging young men in their
professional development.
Jerry Pennington's ten years with the firm were
broken by a leave of absence to the F.B.I. On his return
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Helen Lilly
in her office near the reception area
he assumed major audit and management responsibilities. He had boundless energy both for the firm and for
the community. Today he is business manager of The
Seattle Times and has been the recipient of most of the
civic honors Seattle can bestow.
Hal Haynes, now vice president-finance of The
Boeing Company, contributed to the technical aspects
of the audit work of the office by the objective application of his fine mind to difficult problems. His report
review work was outstanding and was accomplished
with the ease that accompanies his clean-cut personality.
In stopping such a list at this point, many people
would be omitted: Theodore Herz, now partner of Price
Waterhouse in Washington, D. C ; Orville Melby, now

assistant treasurer, The Boeing Company; Frank Daft,
Los Angeles partner who managed the sub-office there
prior to the Touche merger.
One other person cannot be ommitted, Helen Lilly.
Starting with the office in pre-Touche days, she has been
an inspiration to all in her outstanding ability to handle
any and all problems. Around her the office revolves, for
her hand touches each phase of its activities. Her devotion and loyalty to the firm are unsurpassed. Clients,
buffeted by our changing personnel, have found in her
a warm and friendly anchor of continuity.
Finally the list must include Seattle-born Ed Tremper,
who joined Allen R. Smart & Co. a little more than two
years after the Seattle office opened. This was by merger
(perhaps public accounting's smallest) and for a time
John Yeasting and Ed Tremper operated as co-resident managers with a technical staff of one part-time
assistant.
From 1939 to 1952 Seattle was a one-manager or onepartner office and Ed Tremper was partner in charge
until the fall of 1961. During all of these years he was a
leader in professional affairs at both the state and national level and took a prominent part in many state
Norman E. Swenson — Tax senior, in his office
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Left to right — Gerald E. Gorans, John O. Yeasting, Edward P. Tremper, Durwood L. Alkire

Dean D. Thornton — Management Services manager (right)
confers with J. W. Wescott
of P. S. Ross & Partners, Vancouver, B. C.

Floelle Spencer
looks up from her work
on the clients' ledger

and local civic and governmental activities. H e will
become an advisory p a r t n e r in 1963.
It is interesting to note that of these few people listed
as major contributors to the development of the Seattle
office, there has also been other recognition. T h r e e are
currently listed in Who's W h o in America and two in
Who's W h o in the West.
But beyond any recognition is the satisfaction of each
that they have been a part of an organization with basic
competence and high principles. Each has learned from
and contributed to activities of varied interest and
steady development and improvement.
T h e Seattle office has also been a training g r o u n d : For
clients, Carl Schoenfeld, Al Sauerbrey, H e n r y Fatch and
Chuck Koester, together with others at T h e Boeing
Company; Chuck Coatney with Great Western Malting
Co.; Al N o r d with Foster & Marshall Inc.; Ray Zoellick
with T h e Doctors Hospital; H a l W r i g h t with the Douglas Fir Plywood Association. For other offices, Bob
Sheriff in H o n o l u l u , Don Wiese in Boston, Bob Mooney
in Minneapolis, and Bob A p R o b e r t s in Portland.
T h i s is the Seattle story, as the office looks forward
with enthusiasm and confidence to the next quarter
century.
Gerald M. Berg — Seattle's newest,
working in an audit staff office

Eloise Rathjen —receptionist

Financial statements
(Continued from page 15)
It is pointless to insist that he should be satisfied with
some general purpose statement. Management accounting should be completely divorced from general accounting.
I can remember a case where we were installing a new
cost system for a client. This client had a maunfacturing
plant of great antiquity, and was operating with fixed
assets which had been completely written off. We recommended a notional figure for depreciation, feeling that
if this were not included in costs, management might be
misled, and might find itself in an embarrassing position
when the assets had to be replaced and actual depreciation again became a factor in cost. The argument went
on a long time; naturally the client won in the end. It
is not really very important to decide who was right in
theory. The manager had important decisions to make
and was entitled to have financial information presented to him in any form he wanted it in.
In running a business, the manager and the accountant each has an essential part to play. The accountant
must see that necessary information is available and he
should be responsible to ensure that the manager understands the basis on which the statements have been
prepared, and is aware of what other types of presentation are available. But it is the manager's job to make
decisions and obviously he must have the last word in
deciding what information he needs to make them.
There are other special cases where general purpose
statements are not adequate and special statements are
needed. However these cases present no problem from
the point of view of accounting principles. It is just a
matter of finding out whom the statement is being prepared for and what information he wants to know.
Apart from these special cases, there remains a number of uses of financial statements for which a general
purpose statement is satisfactory. We enter here areas
in which uniformity between companies is highly desirable—and this gives rise to those questions of general
acceptance, of continuity, of fair presentation and of accounting postulates, principles, conventions and so on.
The area in which general statements are satisfactory
would include statements for tax purposes, statements
for presentation at shareholders' meetings, statements
used for statistical purposes and a host of other situations in which the reader of the statement wants general
information and must know the basis on which the statements have been prepared.
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9. Conventions — Sound and Dubious
Accountants have come to subscribe to a certain basic
doctrine — perhaps the word "conventions" best describes the maxims in which this doctrine gets expressed.
Some of these conventions are really not very sensible
and others are profoundly true and significant. The first
thing we must do, if we are to make any basic improvements in financial statements, is to reject some of the
silly ideas that we have somehow or other come around
to say we believe and, on the other hand, to pay more
attention to the basically sensible notions we have developed.
10. The Balance Sheet — What Is It?
First let us examine the balance sheet as a valuation
document. In its excellent report, the Jenkins Committee* has said that the balance sheet is not a valuation
document (and uses this as grounds for dismissing replacement value accounting). Pronouncements emanating from your Institute are quoted in support of this
view. But if the balance sheet is not a valuation document—then for goodness sake what is it? If it is not a
valuation document, why do we go to so much trouble
refining the basis of carrying items in the balance sheet?
Why do we insist that the balance sheet must be produced in all prospectuses?
Someone has suggested that all we can safely say about
a balance sheet is that it is a summary of the ledger
balances carried forward into the next period. But if
this is what it is, would not a trial balance be a much
more useful document and much easier to produce?
Moreover why do we trouble the shareholders with it,
if it is simply a technical statement to summarize debits
and credits?
Even although the Jenkins Committee says that the
balance sheet is not a valuation document, in some parts
of its report it argues as though it is. For example in
paragraph 403, when dealing with the question of exempting banking institutions from certain requirements, the Jenkins Committee states "shareholders in
banking companies are deprived of information they
need in order to judge the value of their shares."
Thus while it is customary to protest that a balance
sheet is not a valuation document, what must be meant
is that a balance sheet is not a very good valuation
document. It is our duty to see that the balance sheet
* The Jenkins Committee, a distinguished group appointed recently in England to review the whole structure of corporation law
in that country, has published a report which contains many interesting and competent observations on the subject of financial
statements.
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is made a good valuation document—or if this proves to
be impossible, that we stop insisting that it is important
to publish it.
It might be remarked, in passing, that in dismissing
replacement value accounting, the Jenkins Committee
suggests that investors can be satisfied by an asset valuation based on earnings. But this is begging the question
—as earnings are affected by depreciation which, in turn,
depends on asset values. In fact the case for replacement
values is only partly that they provide a better balance
sheet—perhaps more importantly still, they provide a
fairer figure for net income.
11. The Purpose of Financial

Statements

Consider for a moment the basic purposes of financial
statements. Notwithstanding the research study of the
American Institute referred to above, I do not see how
accounting statements can be judged by any other criterion than usefulness. Specific purpose statements must
be useful to the persons for whom they are specifically
prepared, and general purpose statements must be useful to the different groups for whom such statements
are prepared. Presumably this is what is referred to in
the American Institute's Research Bulletin No. 43
(quoted with approval by Dr. Moonitz in his study)
when it says—"The test
of greater meaning
ultimately lies in the results which are produced. These
results must be judged from the standpoint of society
as a whole—not merely from that of any one group of
interested persons."
Once the usefulness concept has been accepted as the
basic principle in financial reporting, it becomes important to study its implications. If a good statement
is simply a useful one, and a better statement a more
useful one, we can stop looking for absolute values in
financial statements. While it might be dangerous to
say this to a less sophisticated audience than the present
one, the question of truth does not enter into accounting principles in any absolute sense.
There can of course be true or false financial statements, in the sense that mathematical computations can
be rightly or wrongly done—or in the sense that the
direct misrepresentation of facts is, or is not, guarded
against in their preparation. But to speak of real asset
values or of real, overstated or understated profits—as
those who should know better so frequently do—is meaningless. Profits may be computed on many different
assumptions—some of these computations may be more
useful than others in given circumstances. Some profit
calculations may be on generally accepted conventions
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and some not—but the basic test remains the usefulness
of the information—not its conformity to some sort of
"real" or "true" standard.
We should stop saying things like — "conventional
accounting trends to overstate profits in times of inflation," when what we mean is "in conventional accounting, changes in price levels are ignored in calculating
profits." The importance of more precise language is
that loose talking is apt to lead to sloppy thinking.
12. Objectivity
Financial statements are a conglomeration of fact and
judgment. Objectivity in preparing statements is clearly
desirable. The facts must not be slanted or manipulated
to promote the interests of those responsible for issuing
the statements.
In the United States, the SEC places great emphasis
on objectivity. It is presumably in the name of objectivity that the Commission rejects replacement value
accounting—apparently preferring a meaningless figure
based on actual transactions to a significant figure based
on judgment.
No one could possibly think objectivity a bad thing.
Within limits we should always strive for it. But there
are other important things to consider besides objectivity—and some of these conflict with it. For example,
surely the use of good judgment is a basic requirement
in producing statements—yet judgment is and must be
subjective.
The question of replacement values illustrates this
essential conflict between objectivity and judgment—
and this will be explored more fully below. However it
might be well to start with an absurdly extreme example
to illustrate that objectivity cannot be our only consideration.
Take the two following statements by the sales manager of a company—
(a) "We are going to have a great year in 1963."
(b) "Our President is 5 feet 11 inches tall."
The first of these statements is purely a matter of
opinion—it may represent a gross miscalculation; it may
be deliberately made to deceive someone; it may be
quite irresponsible; it may be uninformed. On the other
hand, the second statement is factual—if there is any
doubt about it, the President may be re-measured by a
disinterested expert.
Which of these statements are likely to be most useful
to a shareholder of the company? It depends of course
on what the shareholder is after. If he intends to order
a suit, or a coffin, for the President obviously the second
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statement is more useful—otherwise the first. But the
important point is this—Is it better to prevent companies from issuing statements based on personal opinions, or is it better to encourage such statements and to
try to ensure, as far as this may be possible, that the
opinions are fair?
So much in the attempt to improve financial statements depends on the relative weight given to objectivity, that we should face up to the following basic
problem squarely—if we are going to accept objectivity
as the prime goal in accounting, we must then also accept the fact that we will never be able to prepare statements which will be adequate to meet the requirements
of managers, owners, lenders, investors and the rest.
Much of the basic data from which statements are
built can be determined with reasonable objectivity, but
to produce statements which are really informative must
always require important decisions which are subjective.
On the other hand, whenever anything is done to encourage the use of judgment, we must recognize that the
danger of fraudulent misrepresentation is increased.
Like so many other things, judgment in preparing statements can be either well used or misused. Open the door
for improvement and we automatically open the door
for abuse.

information about a company normally be more likely
to get what he wanted from a statement based on replacement or on historical cost? To me the answer to this
question is self-evident. Whether the company is likely
to replace its fixed assets with precisely similar buildings
and machinery or not, replacement cost does give some
sort of indication of what the company is worth—
whereas historical cost does not.
When arguing this point with a friend, he said flatly
that, if he were studying a company, he would find the
historical cost of its assets more interesting and useful
than replacement cost. There is no way of resolving this
difference of opinion except by seeking more opinions
and attempting to develop a general consensus. If more
people find historical cost useful—then we should adhere to it. If more people want replacement costing, we
should adopt it.
Similarly I once met an analyst who said what he
would like to know, above all else, was the disposal
value of fixed assets. To my mind this does not make
much sense, because a basic assumption in financial
statements is, I think rightly, the going concern concept.
However if the consensus of interest is in disposal values
rather than either historical or replacement values, then
we should go to disposal costing.

13. Replacement

14. General Acceptance — A Necessary

Value Accounting — An

Illustration

In weighing these difficult considerations, it is perhaps well to consider a practical illustration so as, in our
discussion, not to lose touch with the actual problems of
statement preparation. An admirable illustration of the
difficult problem of balancing advantages and disadvantages of different courses is provided by the interesting
and topical debate on the respective merits of replacement and historical costs for fixed assets.
Let me first confess my own prejudices—they are those
of an out-and-out advocate of replacement values. However this does not mean that I do not recognize the
existence of several puzzling and indeed unanswerable
questions which are encountered in attempting to present accounts on a replacement basis. For instance, there
is the unanswerable objection that in the modern business world assets sometimes, and perhaps even normally,
do not get replaced—that is not replaced with identical
or even similar assets. New processes develop so fast that,
it has been argued, cost of replacing present fixed assets
is academic. But this is not the important question. If we
really believe that usefulness is the basic criterion, then
in choosing between historical and replacement values,
we must simply ask—would anyone looking for financial
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Assumption

In this discussion of replacement value, another accounting convention has crept in—the assumption that
the test of an accounting convention (or principal) is
whether or not it is generally accepted.
Here again we encounter questions which, at least at
first sight, are unanswerable. The fact is that the phrase
"generally accepted" is not one that bears much critical
refinement. What do we mean by "generally"? Is it a
question of counting votes for and against? If so, who is
entitled to vote? Should the opinion of an experienced
financial analyst count equally with the vote of our old
friend the uninformed stockholder? If not, how should
the diverse opinions be weighted?
While none of these questions can be answered theoretically, they get answered in practice in a tolerably
satisfactory manner—and this should not surprise us
because the analogy is so close with the development of
language. In spite of wide differences of opinion on
grammar and every degree of difference in the authority
of different speakers—we do come close enough to a general consensus on rules of grammar and English usage.
In accounting, the language of business, we have not
had serious trouble in reaching agreement in practice.
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General acceptance is not only a workable test of
accounting procedures and principles, it is the best
available test. In fact it goes along with the usefulness
criterion. If there is no basic reality or truth in accounting which can provide a yardstick to enable us to judge
whether a statement is good or not, and if statements are
to be judged on the basis of a sort of general usefulnessthen obviously we must accept the notion of a consensus,
which means general acceptance.
If we can agree that general acceptance must be retained as a basic accounting principle and still maintain
that financial statements must be radically improved—
we face somewhat of a dilemma. Surely improvement
involves the adoption of something new—and how can
you adopt something new if you are committed to what
is already established by general acceptance?
This problem is brought into sharp focus in one of the
least helpful remarks so far published in the Research
Bulletins of our Canadian Institute. Dealing with adjustment of fixed asset values, our Bulletin No. 11 states
—"Unless replacement cost accounting becomes generally acceptable, the writing up of fixed asset values
should not occur and should be discouraged."
Replacement value accounting might again provide
a good illustration. This is not at present a generally
accepted principle. If it is a good thing, how can it be
introduced into financial statements? One obvious
method would be to call the accounting bodies together
to thrash out the subject and come to an agreement that
a change should be made. To mention this possibility
is enough to rule it out as a practical solution. No progressive step in the past has ever been achieved by this
sort of approach. Something quite different is needed.
My suggestion is that, in their published accounts,
companies should be encouraged to adopt replacement
value accounting, but that they should be required to
give the necessary information to reconvert the statements to historical cost, for comparison with other companies not yet converted to the idea. This does not mean
very much additional information—in fact a footnote
showing cost of assets, depreciation expense and accumulated depreciation on a historical cost basis would
give an analyst enough to reconvert statements to historical cost. It could not then be argued that any serious
analyst has lost anything by the switch to replacement
value. On the other hand, it would provide a basically
much sounder type of statement. If this indeed proved
to be the general opinion, ultimately it would be possible to obtain general acceptance of replacement cost
accounting.
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15. The Need to Encourage Experimentation
The great advantage of this system is that it would
encourage experimentation—and this will be needed if
we are to progress.
It is all very well to talk about switching to replacement value accounting, but as those who have tried it
very well know, this breezy statement covers a great
many different practical questions. There are many
ways in which replacement values can be calculated,
and difficult choices must be made at many points between different possibilities. We could not hope to make
much progress if, at every stage, we had to try to get
general acceptance before publishing any statements.
The only way to progress is to encourage companies
to go to replacement accounting in their own way. With
the safeguard that enough information must be supplied to reconvert to historical costs. This would not be
too dangerous and might lead to the emergence of the
best methods—particularly if each company disclosed
fully the basis on which it had worked. By a sort of
reverse Gresham's Law, the better methods might drive
out the poorer.
16. Footnote

Information

It might be suggested (and as a matter of fact it has
been suggested) that the same results can be achieved by
producing statements on historical cost and providing
the replacement value information in supplementary
schedules or footnotes. If replacement value accounting
is indeed a better method, this alternative is a cowardly
evasion. To an investment analyst seriously studying
the statements, it obviously does not make much difference which way the information is presented—whether
on historical costs with supplementary information
about replacement value, or the reverse. However there
are two reasons for preferring replacement values in the
statements and historical cost in the supplementary
information.
In the first place, the person who prepares and presents a statement should have the responsibility of setting forth the information in the manner he thinks best.
It is therefore quite important which type of information is given in the main statement and which in the
footnotes. The selection indicates the preference of the
person responsible for producing the statement.
In the second place, financial information gets taken
from the statements and reproduced in the press—sometimes in headlines. It also gets tabulated for purposes of
comparison with other years or with other companies.
The footnotes inevitably get lost in the process. When
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the financial pages announce that earnings per share on
Consolidated Gum are up 10%, there is no reference to
the footnote in which some supplementary information
is presented.
The question of emphasis is of primary importance.
17. Taxable Income
A special problem is presented, when one attempts to
improve financial statements, by the attitude of the tax
authorities. Will the new method be accepted for tax
purposes? On this subject, it seems to me that in the long
run tax authorities have not really very much choice.
They must calculate profits for tax purposes on generally accepted principles. Otherwise how could they
possibly fulfill their obligation to promote equity between different taxpayers?
In a period of experimentation and change, it is a mistake to expect tax authorities to be pioneers. In fact it is
practically impossible for them to take the lead. Until
a method has become generally accepted, it can hardly
be accepted for tax purposes—otherwise, how would
companies be taxed which have not yet gone to the new
basis? We should start therefore by forgetting about taxable income in any crusade for new forms of presentation. If after a period of experimentation, new principles become accepted, it is time enough to start worrying
about taxable income. Thus in the illustration of replacement costs, taxation authorities would presumably
be expected to continue to accept depreciation on a
historical cost basis until general acceptance had been
obtained for replacement value depreciation.
SUMMARY
1. Financial statements are not good enough.
2. To improve them, talk and research is not enough
—we need more action.
3. Until now our efforts have been towards clarification of language, greater disclosure and philosophic discussion of the basis of accounting. Whatever merit these
approaches have, they cannot be expected to produce
results quickly enough—something different is needed.
4. Accountancy is based on a number of propositions
which have gained general acceptance. Some of these
are quite untenable and should be discarded. Others are
basically sound and we should cherish them and face up
to their full implications.
5. The first step towards better statements is to clear
up the confusion regarding our basic beliefs. Amongst
the points that must be established are—
(a) The groping about for basic truth or reality, on
MARCH, 1 9 6 3

which to build a set of postulates or principles, is not
a useful approach to better statements—any more than
the study of moral philosophy is helpful in solving the
practical day-to-day ethical problems we encounter. It
is not that these philosophic pursuits are useless—it is
simply that they have no real connection with our problem. No one would expect that the most profound moral
philosopher will necessarily make any better decisions
in his everyday life than the rest of us.
(b) Accountancy must be based only on usefulness.
To get some reasonably objective basis for judging
usefulness, we must adhere to the notion of general
acceptance.
(c) Objectivity is desirable in the highest degree, but
it is not the only requirement. To produce adequate
statements, it may sometimes be necessary to sacrifice
objectivity to provide useful information which cannot
be obtained objectively. This raises the problem, which
we must cope with, of controlling subjective judgments
as well as possible.
(d) The only justification for a balance sheet is as a
valuation document. We must stop pretending it is
worth publishing on any other assumption. Our task is
to make it a good valuation document or to abandon it.
(e) Replacement value accounting affords an interesting example of an attempt to make statements mean
more—that is to make them more useful. While it has
served as a convenient illustration at several points in
these remarks, it is only one of many possible improvements that could be developed.
6. The second essential step towards better statements is an encouragement of experimentation in published accounts. Discussion will be essential—but it will
not be enough. We have no prospect of advancing fast
enough if we attempt to get general acceptance before
introducing any changes.
7. T o safeguard the principle of general acceptance
and still permit experimentation in new techniques, we
should encourage the publication of statements in new
forms while insisting on the provision of supplementary
information that enables anyone to convert the figures
back to conventional form. It is important, if the new
techniques are to be given adequate weight, that the
statements should be produced on the new basis and the
conventional information be relegated to supplementary schedules or footnotes—rather than the reverse.
8. In our whole approach to financial statements we
have worried so much about the dangers of being misleading that we have not sufficiently pressed the even
more important obligation of providing information.
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Loyola University
Dedication
New Women's Residence Named in Memory of Henry T. Chamberlain

.LOYOLA UNIVERSITY dedicated its new women's residence, Chamberlain Hall, on November 11th in a ceremony conducted by a young Jesuit priest, son of the late
Loyola dean in whose memory the building is named.
Converted to a dormitory from two a p a r t m e n t houses
which have been joined together, the four story building is the largest of the three women's residences at
Loyola. Its 50 rooms include rooms for studying, recreation, laundry, and informal gatherings. T h e ninety-nine
young women who are housed there represent nine
states and three countries and, as a group, they boast the
highest scholastic average a m o n g the three residences.
H e n r y T . Chamberlain, whose name the new hall carries, was a p a r t n e r in the predecessor firm of Allen R.
Smart & Company, a n d continued as a p a r t n e r in
T o u c h e , Niven, Bailey & Smart until 1949. A major part
of his distinguished 30 year career was spent as b o t h educator a n d administrator at Loyola. In addition to his
post as dean (1931-46), he was a m e m b e r of the Board
of Lay Trustees, comptroller of the University, and
chairman of the accounting d e p a r t m e n t .
A teacher of u n u s u a l ability, he was especially noted
for his Certified Public Accountant review courses
which consistently produced gold medal winners in Illinois State examinations. As president of both the American Accounting Association a n d the Illinois Society of
CPAs, he was also a leader in his profession. Before his
death last year he served for 12 years as president of
T h o m p s o n - B r e m e r & Company.
Rev. Henry T . Chamberlain, S.J., son of the late dean,
blessed the building. Also participating in the ceremony
were Mrs. Chamberlain, widow of the dean, and the
Very Rev. James F. Maguire, S.J., president of Loyola
University.
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" T h i s memorial to be dedicated today can only begin
to express Loyola University's debt and gratitude to
H e n r y Chamberlain. His greatest memorial will always
be the many who have benefited from his lifetime of
service."
THE
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Blessing of Chamberlain
Hall was conducted
by:
(left to right) Rev. Mark R. Hurtubise, S.J., chaplain
of the women's residence, who ivas sub-deacon
during the blessing, Rev. Henry T. Chamberlain,
S.J.,
and Rev. William
Finnegan,
S.J., pastor of St.
Ignatius Church, and deacon during the blessing. In
the foreground,
his back to the camera, is the Very
Rev. James F. Maguire, S.J., president
of Loyola
University.
The Chamberlain family pose with Father
Maguire
in the living room of Chamberlain
Hall. They are:
(I. to r.) John Chamberlain,
Rev. Henry T. Chamberlain, S.J., Mrs. Mary J. Chamberlain,
Father
Maguire, and Miss Catherine
Chamberlain.
The
only member of the family not present rvas another
son, Frank, who is in Peru, studying for the priesthood.

(Left) Mrs. Cliamberlain
receives a handshake of
thanks for her generous gift of a color television set
which she surprised the Chamberlain
Hall
students
xoith the day before the dedication. Thanking her on
behalf of the students is Miss Mary Ann
Harvey,
house president of Cliamberlain Hall. Looking on is
Miss Virginia Webb, R.N., house
director.

Miss Mary Ann Harvey, house president of Cliamberlain Hall, presents a silver bowl to Mrs. Chamberlain on behalf of the
students.

TRB&S people write
three new books

Statistical Sampling for Accounting Information by

Richard M. Cyert, Dean of the Graduate School of
Business Administration, Carnegie Institute of Technology; and H. Justin Davidson, TRB&S.
This new book bridges the gap between accounting
and statistical sampling and is intended to help accountants and businessmen who work with accounting
information. The fundamentals of sampling theory and
the ability to apply statistical sampling methods to accounting and auditing practice are developed. The
book is based on a correspondence course in sampling
techniques used to train employees of the Comptroller's
Department, Gulf Oil Corporation. An expanded version of the course was developed and is used by our firm.
As sampling theory is developed, it is related to and
illustrated by accounting and auditing uses which have
been proved in practice. End-of-chapter problems with
worked out solutions and narrative discussion illustrate
the text material in each chapter. Although the text is
technically rigorous, it can be used for self-study by
anyone who has studied high school algebra.

Electronic Business Systems: Management Use of
On Line-Real Time Computers by Richard E. Sprague,
Dir. of Computer Systems, TRBirS.
This up-to-the-minute book highlights the tremendous advances in business record keeping offered by the
new on line-real time (OLRT) electronic computer systems. It shows how business can benefit through the use
of O L R T systems in the continuous accumulation,
processing, and dissemination of the operating data of
a business enterprise.
The book shows how O L R T systems improve the
flow of vital information from various departments to
management; cut record-keeping costs for smaller companies through sharing of systems; increase efficiency of
inventory control and expedite customer services at the
point of sale.
There is detailed advice, clearly presented, on how to
solve the technical and managerial problems posed by
total electronic systems, including problems of programming, organizational changes, personnel requirements, etc. Schematics of hardware systems and flow
charts help readers with no special background in EDP
to fully grasp the practical operation of these systems.

36

THE

QUARTERLY

Scientific Inventory Management by Joseph Buchan,
Manager of the Industrial Management and Training
Department, TRBirS; and Ernest Koenigsberg, C-E-I-R
Inc., San Francisco, formerly of TRB&S.
This has been called the "most comprehensive book
of its kind"—it offers a clear understanding of the
mathematical techniques employed in gauging and
determining business inventories. There are 13 detailed
accounts of the practical problems of installing scientific
inventory management systems in actual business situations, along with full explanations of the theory and
formulae underlying these systems.
The first section of the book is written for the nontechnician and covers a number of different systems in
a variety of industrial applications, from control of
cash in supermarkets to computer control of procurement material in the aircraft industry.
The last section contains more comprehensive coverage of mathematical inventory models, including queuing theory, linear and non-linear programming and
dynamic programming. Simple monographs and tables
are used throughout to illustrate efficient and inexpensive solutions to numerous practical problems.
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OUR NEW NEWSLETTER

So that we can circulate news about our own people
while it is still current, we've decided to publish a
monthly "Newsletter." We've included it with this first
issue of the Quarterly in its new format, but in the
future each office will distribute it directly.

OUR NEW FORMAT

We hope our "new look" meets with your approval.
There were many things to consider when we changed
the Quarterly. The size is larger because we felt that in
addition to being easier to read, it would give us more
space to work with. The cover is new, and to signify that
Touche, Ross, Bailey and Smart is an international firm,
we've had our two globes embossed in the corner. The
contents, however, are essentially unchanged.

PRIZES FOR ARTICLES
BY STAFF MEMBERS

Once again we'd like to point out that we want to encourage the development of a high standard of writing
among our people. Three prizes of $500, $300 and $200
will be awarded each year for articles written by members of the TRJB&S professional staff. Articles written
for the Quarterly as well as articles and speeches published elsewhere qualify. Articles should be submitted
to the Executive Office; deadline for the next judging is
August 31, 1963.
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PARTNER
F R O M S O U T H AFRICA
VISITS U. S .
1 HE AMERICAN TAG COMPANY in Belleville, N e w Jersey,

manufactures shipping tags, merchandise tags, labels,
specialized forms a n d paperwork systems for n a t i o n a l
distribution . . . a n d in addition to all of these, they
also served recently as a training ground for o u r p a r t n e r
from Johannesburg.
W h e n his office was ready to initiate a formal managem e n t services program, Brian Crawford Harrison came
to the U n i t e d States to observe o u r m a n a g e m e n t services
operations, particularly those in inventory control. H e
studied various techniques a n d procedures for almost
seven months, including the selection a n d training of
personnel, the development of m a n a g e m e n t services
work, a n d the carrying o u t of specific engagements.

1.

Mr. Harrison helped the American T a g Company
(client of the N e w York office), install a Profitability
Accounting system. Because of the comprehensive
n a t u r e of this system a n d the n u m b e r of functions affected by it, he felt this was an excellent o p p o r t u n i t y
for a bird's eye view of an American company's operations. T h e photographs on these pages show h i m as he
learned how an engagement is conducted.
Most of Mr. Harrison's time was spent in New York,
Detroit, Rochester a n d Montreal. H e did, however,
make a short tour of the Western states a n d also spent
a few days in o u r Chicago a n d Milwaukee offices.

Johannesburg's Brian Harrison
Studies Management Services Here

Brian Harrison
1 . Slitting machine cuts large rolls of paper into narrow
strips. Mr. Harrison is inquiring about the slitting operation to determine what costs are incurred and what would
constitute a good measure of this cost.

2. Brian Harrison and Nicholas Kunycky as they tour the
American Tag Company in Belleville, New Jersey.

3 . Brian Harrison confers with Nicholas Kunycky of our
New York Office, who supervised the
engagement.

4 . Composition lockup—here
tags is prepared.

type that will appear on the

5 . Knowledge of the extent of the product lines is necessary to the work. Controller William Miller is giving some
indication
of the different types of products made by
American
Tag.

The New Frontier
(Continued from page 5)
What are the alternatives?
Which alternative is best?4
What relevance does this decision-making process have
to accounting?
The tie between the accounting process and the decision-making process is basically one of information. In
its broadest and most fruitful sense, accounting is an
information or data-providing function. Information of
one kind or another is required at each stage of the
problem-solving process.
Consider, for example, the first stage of the problemsolving process. What is the problem? A standard cost
system is an information system designed to answer this
kind of question in a specific, although limited, area.
One of the uses of a favorable or unfavorable variance
generated by a standard cost system is simply to tell
management that it has a problem, a decision to make.
A standard cost system doesn't define the alternatives—
that requires investigation of the reasons for variance—
nor does it tell which alternative is best. The standard
cost system is an information device to indicate when
there is a problem.
As a further indication of the information link between accounting and decision-making, consider the
third stage of the decision-making process. Choice of
the best alternative requires criteria against which to
judge various possibilities. Choice requires information
concerning the various alternatives, information cast in
a form consistent with the criteria. For example, the
choice of investment alternatives may be judged against
a rate-of-return criterion. Thus, information about the
alternatives must be provided in rate-of-return form.
Here, accounting in the information-providing sense is
clearly linked to the decision-making process.
Without pursuing the point further, it is evident that
accounting for decision-making, or managerial accounting, is best described as an information-providing function where the word "information" is construed in its
broadest possible sense. It is important, too, that managerial accounting in this sense encompasses much more
depth and breadth than many have traditionally tended
to include in managerial accounting.
Defining managerial accounting in this informationproducing sense, let's turn to the implications of some
current developments. It would seem that change,
4
Dewey, John, How We Think, Heath & Co., Boston, Mass., 2nd
Edition, 1933, p. 120.
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radical change, in current practices and procedures
follows immediately. Business managements using operations research techniques have demands for new kinds
of information which have not generally been generated
by conventional accounting systems. In electronic data
processing, there is an entirely new information-processing and communication technology which is making
possible information transmission and manipulation
that has never before been explored. In the behavioral
sciences, new developments in organization theory may
drastically change current concepts of what the proper
content of, and channels for, information flows should
be—with direct and indirect repercussions on people,
organizational structure, and job performance.
All of these underlying forces are at work to produce
a change in present concepts of managerial accounting.
The end result will be a much broader, deeper, and
more comprehensive accounting and information function within the progressive business of tomorrow. It
should be emphasized that within the near future, these
concepts will be placed into practice. Accounting within
the firm will concern itself more with integrating information flows and decision requirements. Information
flows will be more closely tied into the decisions which
are to be made. Information flows to decision points
will be more accurate and timely—whether the decision
point be a man, a machine, a department, or the board
of directors.
These changes in accounting information will not be
restricted only to medium and large firms. The same
changes will come to the small, as well as to the medium
or large. Even now, the use of fairly sophisticated data
processing techniques, previously thought to be impractical, is becoming more and more common in the
small firm.5
The Organizational Structure Within Businesses
Another implication of the several predicted trends
of the future concerns the structure of accounting within the firm. We have argued that the future will bring
a tremendous change in the scope and nature of the
accounting function itself. This change in scope must
necessarily affect the organizational structure of the
accounting function in business. But here, it is far from
clear what the end result may be. One possible change
is a downgrading in importance of the people who have
5
A good index of the speed with which these changes are coming
may be the cost of computer systems. The first computer was developed in 1946. In 1963, with improved technology and lowered cost,
many small businesses must already seriously consider the use of
a computer.
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performed the traditional accounting service, with the
duties required under a new and broadened accountinginformation concept being assumed by other professionally trained people. For example, many of the data
processing and operations research specialists claim that
accountants are not competent to perform the new,
broader information-control functions required, and
that accountants should be replaced by more qualified
personnel. Indeed, in some firms, these assertions have
proved true. In some instances, the controller and financial vice president have not been entrusted with administration of either the data processing or operations
research functions. In some few firms, persons trained
primarily in data processing or other new techniques
nave assumed responsibility for the information-providing process.
In general, this possibility that the role of the financial executive will be downgraded is to be rejected. But
the possibility can be rejected only on the basis of one
premise—the premise that accounting and accountants
will assume the responsibility of keeping abreast of new
developments, and that they will assume the attendant
obligation to integrate these new developments effectively with the large body of skills and specialized
knowledge they presently possess.
To summarize the effect of new developments on accounting organizations, it is not at all clear whether
a new class of professionals will integrate and subsume
the present accounting function or whether, ideally,
accounting will subsume these other developments.
What is fairly obvious is that the controller or information executive of the future will be responsible for a
much wider range of duties and will assume a deeper
involvement in all information systems within the firm.
The time may hopefully come when a controller will be
thought of in terms of an information controller, rather
than an accounting controller.
Accounting Education for Tomorrow
A final and most important implication of these
several predicted changes can be mentioned only briefly.
This is the implication for accounting education. If
evaluations of the future of accounting are correct,
should there not be a major re-evaluation of the kinds
of accounting that are being taught in many of our
colleges and universities? From several recent foundation reports, from accountants in management, and
from the profession itself—there has come the suggestion
that current accounting training is too much oriented
toward traditional financial accounting, and not suffiMARCH, 1 9 6 3

ciently oriented toward the managerial point of view.
The point has also been made that accounting curricula
too often reflect little awareness of new developments
in other fields of knowledge which affect the accounting process, and that accounting curricula often neglect
the liberal arts point of view which aims at providing
a well-rounded understanding of the business world
and the social environment in which we live.
If all these charges are true, as in many cases they
seem to be, then it follows that we in the accounting
profession have an obligation to help bring about some
of the needed changes—changes such as providing a
strong focus on the use of data in making business decisions, and in establishing suitable decision-making processes for business organizations. We need to teach our
future accounting leaders to deal effectively with the
following kinds of questions:
What kind of data do we need?
Where do we get the data?
How do we manipulate these data to make them
useful?
How do we use the data, and what are the effects of
the data upon the organization?
This kind of educational approach providing a stronger
emphasis on management uses of accounting information is a basic requirement if we are to develop leaders
for a broadened managerial accounting function of the
future.
The frontier is about us. We must each be more
aware of it and the challenge it offers—the challenge
that accounting practice of today must move ahead,
with new thinking. In the past, the accounting function
has been a principal source of information flows within
a business. If it will, the accounting function of the
future will assume an expanded responsibility for information flows. Accounting has an obligation and an opportunity to take a significant part in the development
of new quantitative information systems.
As a part of healthful future developments, accounting must partly detach itself from its historical preoccupation with the fiduciary and stewardship responsibilities. Responsibility for fiduciary decisions is a proper
and major concern of the accountant. But if the accountant of the future is to comprehend and contribute to the
decision-making, information-flow processes within tomorrow's business organizations, he must integrate his
stewardship responsibility with a responsibility for the
broad, fertile, productive, and profitable advances in
the decision-making process.
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We Present:
With the Alumni
Atlanta — George D. Ashford has resigned to take a
position with a local accounting firm.
Boston — Scott Gerrish resigned in November a n d is
now associated with his father in the grocery business.
Donald H i l t o n has resigned from the audit staff to accept a position as controller of the Checker Cab Co.
in Boston.
Chicago —Frank Strachota resigned to accept a position
as assistant to the vice president of Loyola University,
a client. H e h a d been a m e m b e r of the Chicago audit
staff since 1955.
Executive Office —Dolores DeWolf resigned in December so that she could be with her h u s b a n d in Detroit.
She h a d been Director of Communications since J a n u ary of 1959.
Memphis — B. M. McKnight, a veteran of the M e m p h i s
Staff of over 37 years, has retired to enjoy the pleasures

of home a n d travel. William C. Marshall, Memphis Office Manager, left the firm February 1 to join the Cost
D e p a r t m e n t of J o h n T . Everett & Company, large national m a n u f a c t u r i n g concern with h o m e office in Memphis.
N e w York — Edward C. Davis, a former m e m b e r of the
New York audit staff, has assumed the position of controller of D u g a n Bros. Bakeries, a client of the New
York Office. Castle N . Day, formerly a senior consultant
for the New York MS staff, is now associated with the
Socony Mobil Co.
St. Louis — J o h n J. Ostermeyer resigned to take a position with Orchard Paper Company, a client of the St.
Louis Office.
San Francisco — D u a n e W. Fuller left in November to
accept a position as controller for one of our clients,
T h e Customer-Aire Products Division of Pacific Industries, Inc.

GERALD M. HAWTHORN, senior partner of Touche, Ross,
Bailey & Smart in Canada, died on February 9th at the age of 63.
A leading chartered accountant in Montreal, Mr. Hawthorn
was elected a member of the management committee of P. S.
Ross & Sons in 1946 and served as a member of that committee
until the firm merged with George A. Touche & Co. in 1958. He
was selected as Administration Partner and supervised the difficult task of integrating the two firms. He was also a member of
the Policy and Administrative Committees of the merged firm.
He handled many of the most important audits—such as Du Pont
Co. of Canada, Canadian Industries Limited, Canadian Celanese
and also carried out many large special assignments . . . such as
the installation of punched-card accounting for the City of
Montreal.
Mr. Hawthorn was born in Grenada, West Indies, and spent
his early years in Trinidad, where he attended Queens Royal
College. He moved to Canada in 1920 and joined the firm of
P. S. Ross and Sons, of which he became a partner in 1928. A
member of the Institute of Chartered Accountants of Quebec
since 1926, he served on several of its committees and on committees of the Canadian Institute of Chartered Accountants.
He was president of the Quebec Institute in 1952. He took an
active interest in student affairs and was one of the organizers
of the Students' Society. He was a member of the Montreal Club,
the Mount Stephen Club and the Mount Royal Club. He is
survived by his wife, Beatrice, two daughters, a son and a grandchild.
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Applause
Atlanta—George Vest spoke on depreciation guidelines
and investment credit at a meeting of the Institute of
Internal Auditors.
Boston—Donald Wiese has recently had four speaking
engagements. At a luncheon meeting before the Holbrook Lions Club, his subject was "Recent Development in Federal Income Taxes"; he gave the same talk
before the Roxbury Kiwanis Club and the Plymouth
Kiwanis Club. In January, at the morning session of
the New England Controllers' Congress, his subject was
"Generating Cash Through Proper Tax Planning."
Donald Keller was the speaker before two seminar
groups of the International Systems Conference of the
Systems and Procedures Association in Boston in October. His subject was "Automatic Production Reporting."
Chicago — On Friday, November 10th, Robert Trueblood gave the banquet address of the Annual Conference on Accounting Education held by the State of Illinois Conference of Accounting Teachers. His subject
was "The Future of Accounting Education."
Kay Cowen participated in the third Annual Federal
Income Tax Institute sponsored by Northern Illinois
University College of Business on November 15th,
speaking on "Recent Developments in Accrual
Methods."
During the month of December, William Schwanbeck addressed the following gatherings: on December
4 he spoke on "Depreciation Recapture" at the 8th
annual Tax Conference of The Illinois Society of Certified Public Accountants; on December 6 he spoke at
the Chicago Alumni Senate of the Delta Theta Phi
Law Fraternity, his subject being "New Private Pension
Act for Lawyers"; at the Linen Supply Association of
America and at the American Die Casting Institute,
his subject was "Depreciation and Investment Credit."
Anton Petran also spoke to the Linen Supply Association of America at its December 7th meeting on the
"Rate of Return Analysis."
Kay Cowen has been nominated as a Director of The
Illinois Society of Certified Public Accountants for the
two years ending May 31, 1965.
On November 23rd the members of the Accounting
Club of The University of Chicago, accompanied by
Professor Nicholas Dopuch, visited our Chicago office
for the better part of the day. The purpose of the visit
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was to acquaint these M.B.A. students with public accounting in general and our firm in particular. After
lunch at the Union League Club, various staff men
presented the functions of the audit, tax and management services departments, and a short talk was given
on the application of statistical sampling to audit
procedures.
In connection with our participation in the Northern Illinois University intern program, our office was
host, on the evening of January 4th, to a meeting of all
N.I. interns working in the Chicago area. Glen Hartung
of our tax staff discussed the function of a tax department in a C.P.A. firm and also explained the accounting and tax treatment of the new investment credit
deduction.
During the spring quarter of the University of Chicago's Downtown Program, Justin Davidson will teach
Business 417, "Information Systems and Management
Decisions."
Dayton — On October 11, 1962, in speaking to the
Dayton Chapter of Financial Executives Institute of
Dayton on the proposed Revenue Act of 1962, H. J. Olt,
a Dayton partner, announced prematurely the signing
of that bill. This fact was, however, read from that day's
Wall Street Journal. Mr. Kennedy took Mr. Olt out of
this predicament by approving the bill on October 16,
1962.
Leon Sachleben arranged a meeting for all members
of the Dayton Chapter of CPAs and their staff personnel to discuss the Revenue Act of 1962. It was held at
the University of Dayton and Mr. Sachleben served as
moderator of the panel presenting the subjects. On
December 7th, 1962, Mr. Sachleben served as instructor
at a Dayton Chapter education course on the purchase,
sale or liquidation of a corporate business. On January 15, 1963, he spoke at the Tax Seminar of the Dayton Area Chamber of Commerce on the effects and
application of the new 7% investment credit.
L. W. Buenzow was re-elected president of the Accountancy Board of Ohio for another year.
Denver — On January 7 Earl Marcus gave a luncheon
talk before the Colorado Society of CPAs entitled
"Collapsible Partnership Problems."
Donald G. Sinsabaugh has been appointed to the
Program Committee of the Colorado Chapter of the
American Association of Hospital Accountants.
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On December 18 Carleton H. Griffin talked to the
Applewood Kiwanis Club on the subject of year end
tax planning. He was also a member of a television
panel which met on January 23 to answer questions on
individual income tax matters phoned in by viewers.
On February 28 Mr. Griffin taught a course in Loveland, Colorado, on the tax problems of small businesses.
This is part of a small business management clinic sponsored by the Loveland Chamber of Commerce and
Colorado State University.
Detroit — On December 7, Edwin H. Hicks spoke on
"Retirement for the Self-employed" at the Fifteenth
Annual Federal Tax Lectures, presented by the Michigan Association of CPAs Committee on Federal Taxation in cooperation with the University of Michigan.
George P. Craighead was appointed publicity chairman for the American Marketing Association Annual
Regional Conference to be held in Detroit, April 4 and
5, 1963. Topic of the conference will be "New Products
Marketing."
On December 11, 1962, Donald W. Jennings spoke to
the St. Louis Chapter of the National Association of
Accountants on "Working With Professional Organizations."
Donald R. Wood discussed "Management Controls
and Data Processing" at a meeting of the Detroit Chapter of the Society of Savings and Loan Controllers on
November 15, 1962.
In November, Henry E. Bodman, II, addressed the
Ann Arbor Chapter of the National Association of Accountants on "The Use of Financial Data for Marketing Decisions."
Leland C. Pickens was recently made chairman of the
Research Project Committee of the Greater Houston
Retail Conrtollers Association. He was also asked to
serve as a member of the National Organization Committee of the National Society for Business Budgeting.
In January Mr. Pickens was appointed a member of
the Round-Up Committee of the Houston Chamber of
Commerce.
Executive Office — Joseph Buchan spoke on "Scientific
Techniques for Analysis" at the AMA Seminar on
Mergers and Acquisitions in New York on February 6th.
William Power gave a talk on "On Line—Real Time
Systems" to a group of 40 divisional managers and systems directors of Union Carbide Corporation at a
recent seminar conducted by that company. The invitation came as a result of Dick Sprague's book, ELEC-
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TRONIC BUSINESS SYSTEMS. From February 6-8
in Dallas, Texas, Mr. Power conducted a three-day
seminar on "Growth Problems in Family Held Business." Dave Muir, Dallas office, participated in the
program.
Richard Sprague's recent participation in a roundtable discussion on "The Effects of Computers on Corporate Management" was reported in the January,
1963, issue of DATA PROCESSING FOR MANAGEMENT. The School of Industrial Management at M I T
plans to use Mr. Sprague's book, ELECTRONIC BUSINESS SYSTEMS, as a text in their course on management information systems. Mr. Sprague spoke there
March 4th. Mr. Sprague has also been appointed vice
chairman of the Finance Committee for the International Federation for Information Processing Congress
65. This is an international computer meeting to be
held at the Hilton Hotel, New York City, in May, 1965.
Kenneth Mages participated in the writing of the
NRMA's new Retail Accounting Manual, recently released. He has given talks concerning the new manual
before the Western States Regional Group, Controllers'
Congress, Seattle; the New England Controllers' Association, Providence; and the Chicago Retail Controllers' Association, Chicago. At a conference of the Retail
Research Institute (NRMA) in Portsmouth, New
Hampshire, Mr. Mages led a discussion on the future of
the retail inventory method.
The Internal Revenue Service and the New York
State Society of CPAs held a meeting December 20th to
present depreciation guidelines. Eli Gerver was one of
two representatives for the Society's Committee on
Federal Taxation.
Grand Rapids — On November 28, Robert P. Fairman
was one of three speakers participating in a Grand Rapids Chamber of Commerce program on 1962 tax law.
Houston — On November 13, 1962, Owen Lipscomb
participated in a symposium on the Revenue Act of
1962 sponsored by the Federal Taxation Committee of
the Houston Chapter of the Texas Society of CPAs.
His particular topic covered "Investment Credit." He
also spoke on "Tax Savings & Administration of Estates" in San Antonio, Texas, for the San Antonio
Estate Planning Council on November 14. Mr. Lipscomb is scheduled to appear before the Houston Business and Estate Planning Council on Thursday, March
21, 1963, to speak on "The New Expense Account
Rules."
THE
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Mr. Thomas C. Latter was asked to take part in the
Business-Education Day Program at the Spring Branch
High School in November, 1962. He talked to the various classes concerning the role of the certified public
accountant. The program is sponsored by the Houston
Chamber of Commerce. On January 15, he participated
in a panel discussion concerning "Changes in the Tax
Law" at the January meeting of the Greater Houston
Retail Controllers Association. Mr. Latter also joined
a technical session of the Houston Chapter of Texas
Society of CPAs in a discussion of "Travel and Entertainment Expenses" on January 16, at the Houston
Club.
Los Angeles — Neil R. Bersch gave a speech on new
regulations on travel and entertainment expense to The
Wilshire Optomist Club on January 16, 1963.
John Balian gave a speech on new taxation regulations to the Wilshire Lion's Club in January, 1963.
Milwaukee — Donald J. Trawicki presented a seminar
on profitability accounting at the Regional Conference
of the National Society for Business Budgeting in Cleveland, Ohio. He also led a discussion group on the subject "The Role of Profit Planning" at a meeting of the
Milwaukee Chapter of the National Association of Accountants. On November 20th he spoke to the Grand
Rapids Chapter of the National Association of Accountants on "Capital Budgeting."
Chester L. Brisley participated in a meeting of top
level management of the State of Illinois (at the request
of the Governor), on the subject of "Work Sampling." It
was an all-day meeting at Springfield.
Walter F. Renz spoke to the Financial Executives
Institute, Milwaukee Chapter, on "Profitability Accounting" on January 8th.
William R. Sutherland spoke before the Muskego
Chamber of Commerce at a noon luncheon meeting in
Muskego on "Travel and Entertainment Expenses and
Record-Keeping Requirements" on January 22nd.
Minneapolis — Mr. James Pitt served as a member of a
four-man panel speaking on "Taxes" at the January
meeting of the Minneapolis Chapter of the NAA.
"Travel and Entertainment" was the subject of Robert Mooney's talks at the Tax Clinic of the St. Paul
Board of Realtors and the Plumbing and Heating Contractors' convention, both held in January.
Kenneth Schuba served as chairman of a discussion
seminar on "Budgeting" at the February meeting of the
MARCH, 1 9 6 3

Minneapolis Chapter of the NAA.
Robert Mooney conducted a course entitled "Estate
Planning and the CPA" at the AICPA Professional Development Division session in December.
New York — At the 21st Annual Institute on Federal
Taxation, operated under the auspices of New York
University, TRB&S was represented by two speakers:
Herbert Weiner, in charge of a seminar on "Meeting
the Problem of Inventory Under Valuation," and Eli
Gerver, a panelist on the program of "Going Public."
Herbert Weiner spoke on the topic of "Inventory
Valuation Problems" before the Connecticut Society of
CPA's Ninth Annual Tax Forum.
William W. Werntz spoke before the Washington
State Society of CPA's on February 20 on the subject of
recent proposals on accounting theory. On March 1,
Mr. Werntz appeared before the NAA Regional Meeting in New York on a panel with Dr. Moonitz, Director
of Research for the American Institute of Certified Public Accountants. The subject under discussion was
"Costs versus Value in Accounting Thought."
Arthur Michaels has been appointed an associate
member of the Merchants Council of the New York
University School of Retailing.
Dennis E. Mulvihill of the Management Services staff
addressed a group of foreign visitors at the Sixth Administrative Management Institute held in Albany,
New York on January 8th. The Institute was sponsored
by the Graduate School of Public and International
Affairs, University of Pittsburgh, and Mr. Mulvihill'saddress concerned the steps involved in a Computer
Feasibility Study and Installation.
Herbert Weiner acted as moderator on "Applications
of the Seven Percent Credit" for the New York University Tax Study Group on January 28th.
Joseph T. Casey spoke before an AMA Seminar on
"Accounting for Non-Financial Executives" held in
New York on December 10th and 11th. Mr. Casey gave
an introduction and explanation of "Generally Accepted Accounting Principles."
Sanford S. Ackerman participated in the January
23rd Dinner Meeting of the Institute of Management
Sciences. The topic of discussion was "A Heuristic Solution of the Assembly Line Balancing Problem."
Robert M. Furman was a speaker at the Eleventh
Annual Tax Conference sponsored by Syracuse University College of Law on December 14 and 15.
Norman C. Grosman participated in a panel discussion on "Inventory Shortages" at the January 16 meet-
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ing of the Metropolitan Controllers Association.
Philadelphia — An article on "Deferred Compensation
and Stock Options" by Lawrence J. Scully was published in the January, 1963 issue of Taxes—The Tax
Magazine. Mr. Scully has been appointed Chairman of
a 5-man PICPA Ad Hoc Committee on Governmental
Board Appointments.
Howard H. McConnell, Jr. and Roger C. Markhus
spoke at the regular monthly luncheon meeting of the
Pennsylvania Steel Foundry Association for the Eastern
District of Pennsylvania, held on December 18, 1962
at the George Washington Motel. The subject of their
discussion was "Guideline Depreciation, Investment
Credit and Recapture of Depreciation."
Phoenix — An article entitled "Words and Figures,"
written by Ira Osman, was published in the November
issue of the Journal of the American Association of
Hospital Accountants. Mr. Osman was also chairman
of a dinner meeting in December, sponsored by the
Arizona Society of CPAs, at which 25 high school counselors from Tempe, Mesa and Scottsdale, Arizona were
guests of the Society. Dr. Glenn Overman, Dean of the
College of Business Administration, Arizona State University, was a special guest. The purpose of the meeting
was to acquaint high school counselors with the varied
kinds of services performed by CPAs, and to encourage
more high school youths to enter the accounting profession.
George Post represented the Arizona Society last December at a conference with the Regional Commissioner
of Internal Revenue at San Francisco, discussing mutual problems of the Revenue Service and the accounting profession.
Pittsburgh — On December 6, 1962, the University of
Pittsburgh sponsored a Career Day for their liberal arts
and graduate students. The Pennsylvania Institute of
CPAs manned a booth with information on careers in
accounting. Louis A. Werbaneth, Jr. represented the
CPAs at this Career Day Conference.
Alan D. Henderson was part of a host committee for
the National Inter-fraternity Council which was held in
Pittsburgh from November 29 through December 1.
John C. Williams spoke to two auditing classes on the
subject of "Embezzlements" on November 28, 1962 at
the Pennsylvania State University.
Tony Rapp and Louis Werbaneth have taken an active part in luncheon meetings of the Pittsburgh Cham-
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ber of Commerce. These meetings have ranged from
such diverse subjects as "Procurement in the Pittsburgh
District" to "Economic Conditions in Japan." Tony has
also been active in a Breakfast Club sponsored by the
Chamber of Commerce.
On November 29, 1962, Guy Ebersole spoke to combined sessions of Philip Leone's and Anthony Rapp's
management accounting classes in the Graduate School
of Industrial Administration at the Carnegie Institute
of Technology. The lecture highlighted the effects of
recent developments in the field of taxation on corporate depreciation policies.
William J. Simpson addressed the Robert Morris Tax
Forum on November 29, 1962 on the subject of "Problems Arising from New Depreciation Guidelines."
Louis Werbaneth, Henry Rossi, William Simpson,
and Alan Henderson attended a discussion on the "Economic Forecast for 1963" which was sponsored by the
Pittsburgh National Bank. On January 2, 1963, Louis
A. Werbaneth addressed the Building Owners and
Managers Association of Pittsburgh. His subject was
"The Revenue Act of 1962 and You." Mr. Werbaneth
has also accepted an engagement to speak at the Pennsylvania Northwest Chapter of the National Association
of Accountants in St. Marys, Pennsylvania, on April 24,
1963. His topic will be "The Revolution in Auditing."
Joseph F. DiMario was appointed an associate director of the Pittsburgh Chapter of the National Association of Accountants.
Mary Jo Reinbold hosted a meeting of the Ways and
Means Committee of the Pittsburgh Chapter of the National Secretaries Association (International) in the
Pittsburgh Office.
Portland — On January 17, 1963, John Crawford spoke
before the Convention of American Poultry and Hatchery Federation. His subjects were pensions for the selfemployed and travel and entertainment expenses.
Rochester — Mr. Gail N. Brown has been appointed to
the Finance Committee of the Rochester Chamber of
Commerce.
St. Louis — Peter Owen was the featured speaker in a
panel discussion of "Budgeting—Practice vs Theory"
at the Annual Student Night dinner meeting of the National Society of Business Budgeting on December 11,
1962.
David L. Fleisher spoke before the Associated Merchandising Corporation Assistant Controllers and OfTHE
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fice Managers Group at the Dearborn Inn in Detroit on
the subject "Management Reporting."
Andrew C. Ries is serving as instructor of a course
on income tax, to be conducted by the City of Ladue
School System as part of its Adult Education Program.
He has also been appointed a member of the committee
of the St. Louis Chapter of the Missouri Society of
CPA's sponsoring the second annual Mid-America Tax
Conference to be held in St. Louis on November 7 and
8, 1963.
James G. Carroll served as co-chairman with Donald
W. Jennings of the Detroit Office at The Management Institute Executive Seminar on Finance and Accounting for Non-Financial Executives, to be held on
the St. Louis University Campus on February 25-28,
1963. Mr. Carroll is also serving as chairman of a two
and one-half day seminar session sponsored by the
American Management Association on "Safeguarding
Company Assets Through Effective Internal Controls"
to be held in St. Louis early in April.
Edwin H. Wagner attended a meeting of the Committee on National Defense of the American Institute
of Certified Public Accountants held in Washington on
December 10 and 11. He is also serving on the Executive
Committee arranging the annual dinner of the National Conference of Christians and Jews.
Lynn G. Phegley is teaching a course in accounting
at St. Louis University.
San Diego — Raymond Taramasco has been appointed
to the Committee of Educational Standards and Student Relations of the San Diego Chapter of the California Society of Certified Public Accountants.
Glen A. Olson has been appointed to the Education
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Committee of the San Diego Chamber of Commerce.
San Francisco — Paul Kadden has been appointed to
the 1963 Tax Accounting Conference Committee.
William Grismer has been asked, by the San Francisco Chapter of the California Savings & Loan League,
to teach a course entitled "Federal Taxes for Savings
Associations" for a period of 12 weeks, which commenced January 20, 1963.
Robert G. Stevens gave a talk to the Oregon Bankers
Association October 26, 1962 entitled "Profit Planning
through Cost Control."
San Jose — Howard Mason spoke before the Phi Beta
Lambda Club of San Jose City College early in December on the subject "What Industry Expects of the
College Graduate."
On January 8 Felix Probandt talked before the
luncheon meeting of the San Jose Kiwanis Club on
"Travel and Entertainment Expenses—Recent Developments."
Wilbur H. Stevens addressed the Monterey Bay Chapter of the California Society of Professional Engineers
in December. His topic: "Accounting, Engineering and
Taxes—the Outlook for 1963." On January 10 Mr.
Stevens spoke before the San Luis Obispo Kiwanis Club
on "The Function of the Grand Jury and its Independent Auditors in the Examination of County Records."
Seattle—Durwood Alkire spoke on "Investment Credit,
Qualified Property, Limitations, and Adjustments" at
the March 5 session of the Tax Executives Institute
Conference in Washington, D. C.
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People Pass CPA

Chicago

Thomas A. Buettner
Irwin David
John W. Hauch
Donald B. Horan
Joanne M. Loftus
Anton Petran
Richard Stephan
Earl Turnipseed

Cleveland

William Hartstein

Dayton

William H. Ingram
James E. Sauer

Examinations
Los Angeles

Karl Boeckmann
Robert Lane
Steve Lebowitz
Bill Liebowitz

Philadelphia

Denton L. Kanouff
Pittsburgh

Gary A. Daum
P. Roger Fetterolf

Milwaukee

William Bonfield
Thomas E. Bretzn
Lowell Daggett
Lee C. DeDecker
William R. DeTroye
Darrell Fischer
Willis D. Krause
Donald G. McNamara

San Francisco

Richard S. Bodman
Joseph S. Burns
Keagle W. Davis
William R. Kitchel
David Ward
San Jose

J. M. Sullivan
Minneapolis

Henry J. Blood
Kenneth H. Stocke

Seattle

John C. Anderson

Denver

C. Ray Clements
Donald Powell
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Newark

James DelVacchio

Washington

Edward R. Aus
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